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Health Care Industry Developments—2015/16

Notice to Readers
This Audit Risk Alert (alert) replaces the Audit Risk Alert Health Care Industry
Developments—2014/15.
This alert is intended to provide auditors of financial statements of health
care entities with an overview of recent economic, industry, technical, regulatory, and professional developments that may affect the audits and other
engagements they perform. This alert also can be used by an entity's internal
management to address areas of audit concern.
This publication is an other auditing publication, as defined in AU-C section
200, Overall Objectives of the Independent Auditor and the Conduct of an Audit
in Accordance With Generally Accepted Auditing Standards (AICPA, Professional Standards). Other auditing publications have no authoritative status;
however, they may help the auditor understand and apply generally accepted
auditing standards.
In applying the auditing guidance included in an other auditing publication,
the auditor should, using professional judgment, assess the relevance and appropriateness of such guidance to the circumstances of the audit. The auditing
guidance in this document has been reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted on
by a senior technical committee of the AICPA.
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How This Alert Helps You
.01 This Audit Risk Alert (alert) helps you, the auditor, plan and perform
your health care entity (HCE) audits and also can be used by an entity's internal
management to identify issues significant to the industry. It also provides
information to assist you in achieving a more robust understanding of the
business, economic, and regulatory environments in which your clients operate.
This alert is an important tool to help you identify the risks that may result in
the material misstatement of financial statements, including significant risks
requiring special audit consideration. For developing issues that may have
a significant impact on the health care industry in the near future, the "On
the Horizon" section provides information on these topics, including guidance
that either has been issued, but is not yet effective, or is in a development
stage.
.02 This alert is intended to be used in conjunction with the Audit Risk
Alert General Accounting and Auditing Developments—2015/2016, which explains important issues that affect all entities in all industries in the current
economic climate. Refer to the "Resource Central" section for information on
obtaining the alert and other related AICPA products and publications. You
should refer to the full text of accounting and auditing pronouncements, as
well as the full text of any rules or publications that are discussed in this
alert.
.03 It is essential that you understand the meaning of audit risk and the
interaction of audit risk with the objective of obtaining sufficient appropriate
audit evidence. Auditors obtain audit evidence to draw reasonable conclusions
on which to base their opinions by performing the following:

r
r

Risk assessment procedures
Further audit procedures that comprise the following:
— Tests of controls, when required by generally accepted
auditing standards (GAAS) or when the auditor has chosen to do so
— Substantive procedures that include tests of details and
substantive analytical review procedures

.04 You should develop an audit plan that includes, among other things,
the nature and extent of planned risk assessment procedures, as determined
under AU-C section 315, Understanding the Entity and Its Environment and
Assessing the Risks of Material Misstatement (AICPA, Professional Standards).
AU-C section 315 defines risk assessment procedures as the audit procedures
performed to obtain an understanding of the entity and its environment. The
environment includes the entity's internal control, to identify and assess the
risks of material misstatement, whether due to fraud or error, at the financial
statement and relevant assertion levels. As part of obtaining the required understanding of the entity and its environment, paragraph .12 of AU-C section
315 states that the auditor should obtain an understanding of the industry, regulatory, and other external factors (including the applicable financial reporting
framework) relevant to the entity. This alert assists you with this aspect of the
risk assessment procedures and further expands your understanding of other
important considerations relevant to the audit.

©2015, AICPA
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Economic and Industry Developments
Health Care Reform Continues to Dominate
.05 Since 2010, there have been many changes within the health care
industry due to the Patient Protection and Affordable Care Act and the Health
Care and Education Reconciliation Act of 2010 (collectively, the ACA). The
ACA facilitated organizations to consider what part they play in an integrated
delivery approach to providing health care services. The ACA has also facilitated a variety of different payment models; these payment models incorporate
pay-for-performance and other quality measures and outcomes into overall
payments.

Industry Consolidation
.06 The health care industry continues to experience consolidation of
HCEs due to health care reform, increasing regulations, and the government's
desire to move to a population health management model. Hospitals and health
systems are teaming up with physicians, post-acute care providers, and insurers in an effort to enhance their competitive position, quality services, and gain
economies of scale. Many health care providers feel compelled to merge, affiliate, or align with other organizations to gain financial stability, expand into
other geographic markets, or gain access to health plan expertise or population
health resources.
.07 Providers have an increased burden of compliance with the Health
Insurance Portability and Accountability Act of 1996 and Health Information
Technology for Economic and Clinical Health Act. In addition, many providers
were required to transition to International Classification of Diseases (ICD)10, which became effective October 1, 2015. There is a heightened scrutiny of
physician agreements and self-referral laws that make it difficult for physician practices and other freestanding providers to manage the administrative
burden of complying with the changing regulations.
.08 To compensate for reduced reimbursements and increased regulations, many providers have entered into arrangements with other entities to
pool resources to serve a geographic region or provide an integrated deliveryof-care model to a specific patient population. Examples of these types of arrangements are mergers, acquisitions, strategic affiliations with large health
systems, clinical affiliations, joint ventures, joint operating agreements, collaborative agreements, and risk-sharing arrangements.
.09 As health care providers adopt new structures and respond to market demands, many activities that were traditionally performed by insurance
entities—such as assuming medical insurance risk—are being performed by
HCEs. Hospitals and health systems entering the insurance market and insurance companies entering the provider market are encountering new areas of
regulation, such as the requirements of state insurance departments based on
guidance developed by the National Association of Insurance Commissioners
and compliance with the ACA.

Payment Methodology Changes and Federal Payment Cuts
.10 The ACA has been a catalyst to change the historical fee-for-service
environment to a shift towards pay for performance. Quality and patient satisfaction are being factored into government and third party payments. Providers

ARA-HCO .05
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are increasingly entering into contracts that expose the providers to the uncertainty of financial gain or loss. These types of contracts are commonly referred
to as risk contracts and can come in the form of bundled payments, capitation
or prepaid health care services, pay-for-performance contracts, shared savings
or loss contracts, and risk pools. Under a risk contract, the provider agrees to
provide specified health care services or manage the care for a patient population for a negotiated price. The risk contract is typically designed to create
financial incentives to improve quality and control costs.
.11 As providers enter into various types of risk contracts, these changes
in payment methodologies can result in the need to make changes to accounting
systems, which increases the potential for internal control problems such as
deficiencies in the design or operation of internal controls. It can also be difficult
to gather and validate information on patient utilization, quality, outcomes,
and costs to determine if there is a shared savings or shared loss under the
agreement. HCEs should continue to refine their information systems and
management reporting of risk contracts.
.12 Many states continue to face budgetary challenges due to a prolonged
economic downturn and may continue to reduce Medicaid funding levels to
hospitals and other providers. As an alternative means of funding provider
payments, many states have adopted provider tax programs and supplemental
payment programs as a way to fund the non-federal share of Medicaid programs
and to increase matching dollars. Supplemental payment programs have been
adopted in many states where the payments at the existing Medicaid rates are
below the determined upper payment limit (UPL). The UPL is the maximum
amount that federal law will allow a state to pay under Medicaid. Refer to
"Legal and Regulatory Developments" in this alert for further discussion of
provider tax and supplemental payment programs.
.13 The introduction of new payment methodologies, accountable care organizations (ACOs), bundled payments, regulatory requirements to implement
electronic health records (EHR), reductions in government payment rates and
quality-based payments are forcing providers (hospitals and physicians) to collaborate more closely. Hospitals' current practices are transforming due, in
part, to the following:

r
r
r
r

"Two-midnight" rule (See paragraphs .25–.28.)
Readmissions reduction programs
Provider tax and supplemental payment programs
Disproportionate share hospital (DSH) payment cuts (See paragraphs .39–.42.)

Increased Regulatory Scrutiny
.14 Health care providers continue operating under great regulatory
scrutiny. Health care reform and recent initiatives have added even more programs aimed at scrutinizing claims, transactions, and relationships to detect
and prevent overpayments by the government. There have been significant
changes to audits and reviews designed to identify and collect Medicare and
Medicaid overpayments, such as the recovery audit contractor (RAC) program
and audits of EHR incentive payments.
.15 In August 2014, the Centers for Medicare and Medicaid Services
(CMS) announced that certain providers with pending appeals under the RAC

©2015, AICPA
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program could withdraw their pending appeals in exchange for a timely partial
payment of 68 percent of the net allowable amount (see further discussion of
RAC appeal settlements in paragraphs .29–.38). This effort was made to reduce a backlog of pending appeals, and many providers took advantage of the
settlement process. CMS is expected to continue making changes to the RAC
program. The changes are anticipated to reduce the provider burden, increase
program transparency, and enhance CMS's oversight of the process. Due to
significant changes in the RAC program over the past two years, organizations
will need to re-evaluate their methodologies for recording revenue and related
valuation allowances the impact of RAC audits.
.16 CMS has significantly increased the activity related to audits of
providers participating in EHR programs. There are generally three types of
EHR audits being conducted:

r
r
r

Payment audits by the Medicare Administrative Contractors
(MAC)
Meaningful use compliance audits by a third party contractor
Medicaid audits that can involve both payment and compliance
aspects

These audits could result in large paybacks of EHR incentive payments. However, there is significant uncertainty about how large those paybacks could be,
and how an appeal process might work. Providers should carefully monitor
their compliance with meaningful use, and whether there are any potential
liabilities as a result of the EHR audits.
.17 The government, particularly the Department of Justice (DOJ), has
publicized its intention to aggressively enforce health care fraud and abuse
laws.
.18 In False Claims Act cases, the Office of the Inspector General (OIG)
is now using extrapolation to recoup money that providers presumably have
been overpaid by Medicare. The greater the amounts received from government
programs, the greater the risk associated with not identifying overpayments,
resulting in increased risk of amounts owed back to the government.
.19 In addition, HCEs are required to report conflicts of interest to CMS
in accordance with the Physicians Payment Sunshine Act. Refer to paragraphs
.85–.86 in the "Legal and Regulatory Developments" section.

Health Insurance Exchanges
.20 In January 2014, the federal government and certain states launched
insurance exchanges or marketplaces. These exchanges provide a commerce
market for millions of previously uninsured Americans to obtain coverage.
The expansion of health insurance coverage is in its second year of existence
and the full impact of the exchanges has not yet been determined. However,
providers have begun to experience the impact of the insurance exchanges in
the following ways:

r

ARA-HCO .16
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patients who historically have not had any medical insurance coverage may now be covered or have been able to apply for Medicaid
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Shifts from uninsured to insured patients may make the estimate
of the provision for bad debts more challenging.
Collectability of deductibles and coinsurance continues to be a
focus and may result in uncollectible amounts. The shift to high
deductible plans has created, in some cases, another payer class
for providers to consider in determining historical collectability
used in establishing allowances for doubtful accounts.
Charity care may increase due to higher deductibles and copays.
However, many providers may see a reduction in charity care
as patients may now have insurance coverage, but the financial
impact of this reduction is mitigated by reduced reimbursements
from other payers.

.21 Many states have chosen not to establish their own health insurance
exchange, which means that their residents use the federal exchange. On July
22, 2014, the U.S. Courts of Appeal for the District of Columbia and the Fourth
Circuit issued conflicting opinions concerning the availability of premium tax
credits for individuals residing in states where the federal government, rather
than the state government, has established the state's health benefits exchange
or marketplace (King v. Burwell). On June 25, 2015, the Supreme Court (in
a 6-3 decision) upheld that individuals who are using the state and federally
facilitated exchanges are entitled to keep the tax subsidies under the ACA.

Legal and Regulatory Developments
.22 The auditor has a responsibility to consider laws and regulations in
accordance with AU-C section 250, Consideration of Laws and Regulations in
an Audit of Financial Statements (AICPA, Professional Standards).
.23 Auditors of HCEs need to be mindful of the GAAS requirements related
to the consideration of laws and regulations in an audit of financial statements.
The auditor has responsibilities regarding compliance with the following:

r
r

The provisions of those laws and regulations that have a direct
effect on the determination of material amounts and disclosures
in the financial statements.
The provisions of other laws and regulations that do not have a direct effect on the determination of the amounts and disclosures in
the financial statements. Compliance with these laws and regulations may be fundamental to the operating aspects of the business,
fundamental to an entity's ability to continue as a going concern,
or necessary for the entity to avoid material penalties.

There are differing requirements for each of the preceding categories of laws
and regulations. For the first category, referred to in the first bullet in paragraph .23 the auditor's responsibility is to obtain sufficient appropriate audit
evidence regarding material amounts and disclosures in the financial statements that are determined by the provisions of those laws and regulations.
For the second category, referred to in the second bullet of paragraph .23 the
auditor's responsibility is limited to performing specific audit procedures that
may identify noncompliance with those laws and regulations that may have a
material effect on the financial statements.

©2015, AICPA
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.24 The federal and state governments are the largest purchasers of
health care services; therefore, changes in government regulations involving
payments to providers often raise specific questions such as the following:

r
r
r

Have requirements for recognizing revenue been met?
In what period should the revenues be recognized?
Should reserves be established related to the government's ability
to recoup amounts previously paid?

In addition, HCEs that provide services for Medicare and Medicaid patients
have potential exposure to fines and penalties as a result of laws and regulations governing billing, fraud, and cost-reporting processes.

CMS, OIG, and DOJ Developments
Payment Changes and Reductions

Annual CMS Payment Updates
.25 Medicare's "Two-Midnight" rule. Over the past few years, hospitals
have expressed concerns related to Medicare policies surrounding short inpatient hospital stays, long outpatient stays that include observation services,
and payment for short hospital stays under Medicare Part A. CMS has worked
to clarify when hospital stays would be considered inpatient or outpatient for
purposes of payment. As part of those efforts, CMS included a provision in
the fiscal year 2014 hospital payment rule establishing a benchmark that, assuming the admitting physician documents provide satisfactory evidence for
inpatient admission, hospital stays expected to last two or more midnights
would generally be considered appropriate for inpatient status, while stays
expected to last fewer than two midnights would generally be considered appropriate for outpatient status. This is commonly known as the "two-midnight
rule."
.26 Additionally, in response to hospital concerns about medical review,
CMS and Congress prohibited the RAC review of patient status on hospital
admissions between October 1, 2013, and April 30, 2015, while CMS continued
to educate hospitals on billing under the new rules. Additionally, during this
time period, CMS's "probe and educate" program allowed MACs to continue
to review samples of claims for short-stay admissions submitted by acute care
hospitals (excluding critical access hospitals), long-term acute care hospitals,
and inpatient psychiatric facilities to determine if such claims complied with
the two-midnight rule.
.27 In accordance with the Medicare Access and Children's Health Insurance Program (CHIP) Reauthorization Act of 2015 (MACRA), CMS continued
the inpatient probe and educate process until September 30, 2015, and continued to prohibit RAC inpatient hospital patient status reviews for dates of
admission occurring between October 1, 2013, and September 30, 2015. In other
words, RACs can conduct only limited pre-payment "patient status" reviews.
CMS believes the inpatient probe and educate process has improved provider
understanding of the two-midnight rule and believes this extension will allow
for continued education and will promote further understanding of the policy.
.28 When this probe and educate process ends, CMS will limit RACs to six
months to review a claim for patient status when a hospital bills within three

ARA-HCO .24
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months of the service date to allow hospitals to bill for all medically necessary
services under Medicare Part B within the statutory timely filing limits.
.29 RAC appeals settlement. To more quickly reduce the volume of inpatient status claims pending in the appeals process, CMS offered an administrative agreement to any hospital willing to withdraw its pending appeals in
exchange for timely partial payment (68 percent of the net allowable amount).
The deadline for hospitals to request settlement was October 31, 2014. CMS
encouraged hospitals with inpatient status claims currently in the appeals
process, or within the timeframe, to request an appeal to make use of this administrative agreement mechanism to alleviate the administrative burden of
appeals on both the hospital and Medicare system.
.30 Eligible claims had to meet all of the following requirements:

r
r
r
r

They were denied by a Medicare contractor on the basis that services may have been reasonable and necessary but treatment on
an inpatient basis was not.
They were either under appeal or within their administrative
timeframe to request an appeal review, with dates of admissions
prior to October 1, 2013.
They were for patients who were not Part C enrollees.
The hospital could not choose to settle some claims and continue
to appeal others.

.31 In round 1 of the settlements process, the hospital submits its proposed spreadsheet of eligible claims or appeals (or both) for CMS review, along
with a signed administrative agreement. CMS then validates the information
and notifies the hospital about any discrepancies from the contractor eligible
claims list. Proceedings on all eligible pending appeals will be stayed. If CMS
has identical information to that submitted, the original agreement is countersigned by CMS, and payment will be provided. The impacted appeals will be
dismissed. If discrepancies are identified, the subset of agreed upon claims are
made the subject of an initial agreement signed by both parties, payment is
provided, and the impacted appeals will be dismissed. The subset of claims with
which there is disagreement regarding eligibility, will continue on to the second round of review. Appeals will continue to be suspended as the settlement
is reviewed.
.32 In round 2, the hospital will review the discrepancies from the first
round validation process and resubmit a revised spreadsheet and administrative agreement for CMS validation within 2 weeks of receipt. If CMS has
identical information to that submitted, the original agreement will be countersigned by CMS, and payment will be provided within 60 days. The included
appeals will be dismissed. If discrepancies are still identified, CMS and the
hospital will conduct round 2 discussions until both parties are in agreement.
A new agreement will be signed for payment, and the impacted appeals will be
dismissed.
.33 The CMS website states that as of June 1, 2015, CMS has executed settlements with more than 1,900 hospitals (representing approximately 300,000
claims) and paid approximately $1.3 billion to providers.
.34 Auditors should note that all settled claims are subject to additional
review at a later date to verify eligibility of claims to be included in the settlement. As stated in the administrative agreement, CMS retains the right to
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recoup any duplicate or incorrect payments made for claims that were, but
should not have been, included under the agreement. The threshold for revenue recognition is relatively high; therefore, when persuasive evidence does
not exist, entities may consider recognizing recoupment recoveries from appeals in the period in which the recovery is realized. The entities' consideration
should be in accordance with gain contingency guidance in FASB Accounting
Standards Codification (ASC) 450-30.
.35 The HCE may also consider whether recording a valuation allowance
for recoveries from appeals is appropriate. In doing so, an entity should critically evaluate all facts and circumstances, and conclude whether persuasive
evidence exists that it has met all revenue recognition criteria.
.36 Management should evaluate (1) any recorded estimated RAC exposure liability on a periodic basis and (2) any changes to the estimate recorded in
the period in which better information becomes available to provide for a more
refined estimate. Several publications also provide relevant guidance and supplemental information for auditors when addressing these matters, including
Statement of Position 00-1, Auditing Health Care Third-Party Revenues and
Related Receivables (AICPA, Professional Standards, AUD sec. 20); AICPA Audit and Accounting Guide Health Care Entities; and the Healthcare Financial
Management Association's (HFMA) June 2010 Issue Analysis, "Accounting for
RAC Audit Adjustments and Exposures."
.37 In determining the estimated liability related to their RAC exposure,
HCEs may do at least one of the following:

r
r
r

Review common RAC audit findings and consider whether the
entity may have similar circumstances.
Review their own historical experience with RAC audits.
Take into consideration additional development requests (ADRs).

.38 When a MAC cannot make a coverage or coding determination from the
information that has been provided on a claim and its related documentation,
the facility may be asked for additional documentation—that is, receive an
ADR.
.39 Disproportionate share hospital payments. If a hospital treats a high
percentage of certain low-income patients, it receives a percentage add-on payment applied to the diagnosis-related group (DRG)-adjusted base payment rate.
This add-on payment, known as the DSH adjustment, provides for a percentage increase in Medicare payments to hospitals that qualify under either of
two statutory formulas designed to identify hospitals that serve a disproportionate share of low-income patients. For qualifying hospitals, the amount of
this adjustment varies based on the outcome of the statutory calculations.
.40 The ACA modified the Medicare DSH payment methodology beginning in federal fiscal year 2014. Hospitals will receive 25 percent of the amount
they previously would have received under the current statutory formula for
Medicare DSH payments. The remainder, equal to an estimate of 75 percent
of what otherwise would have been paid as Medicare DSH, is aggregated nationally; adjusted for decreases in the rate of uninsured individuals and other
factors; and then distributed to hospitals based on their relative share of the
total amount of uncompensated care.
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.41 Each hospital's uncompensated care payment is the product of the
following three factors:

r
r
r

Seventy-five percent of the estimated DSH payments that would
otherwise be made under the old DSH methodology.
One minus the percent change in the percent of individuals under
age 65 who are uninsured (minus 0.1 percentage point for fiscal
year 2014, and minus 0.2 percentage point for fiscal year 2015
through fiscal year 2017).
A hospital's amount of uncompensated care relative to the amount
of uncompensated care for all DSH hospitals expressed as a percentage.

For fiscal years 2014 and 2015, CMS determined a hospital's amount of uncompensated care using a proxy based on a Medicare DSH hospital's share of
insured low income days, or the sum of a hospital's Medicare Supplemental
Security Income days and Medicaid days.
.42 The Bipartisan Budget Act of 2013 included a delayed start—from
October 1, 2013, until October 1, 2015— of the Medicaid DSH payment cuts
required by the ACA. The payment cuts are delayed because the reduced rate
of uninsured patients used to justify cutting the DSH assistance did not occur
as originally anticipated due to initial enrollment problems in the insurance
exchange websites, and the refusal of many states to expand their Medicaid
eligibility based on the Supreme Court's ruling that Medicaid expansion was
optional for states. The shift in cuts means that in 2016, hospitals will face
double the DSH reductions, estimated at $1.2 billion cumulatively. Those cuts
are estimated to increase by $3.9 billion over 10 years as part of the annual
cut doubling in the first year of implementation and the extension of cuts by
another year.
.43 In the proposed Medicare hospital inpatient prospective payment systems rule for fiscal year 2016, CMS is proposing to update the estimates of the
three factors used to determine uncompensated care payments for fiscal year
2016 to attempt to capture the change in the uninsured population resulting
from Medicaid expansion, the employer mandate, and the individual mandate.
The proposed rule also includes a change to the time period of the data used
to calculate the uncompensated care payment amounts to be distributed. CMS
will continue to use the proxy of low-income patients as previously noted instead of Worksheet S-10 from the Medicare cost report. However, CMS has
indicated that it intends to propose rules in the future to use Worksheet S-10
for purposes of the factor used to determine uncompensated care.
.44 In the proposed rule, CMS estimates it will distribute $6.4 billion in
uncompensated care payments in fiscal year 2016, a decrease of $1.3 billion
from the estimated fiscal year 2015 amount. This decrease is primarily attributable to continued declines in the number of uninsured individuals since
the passage of the ACA. The estimate of the uncompensated care payments
to be distributed in fiscal year 2016 will be updated in the final rule based on
more recent data.
.45 Federally qualified health centers. On May 2, 2014, CMS published
a final rule establishing a prospective payment system (PPS) for federally
qualified health centers (FQHCs). As a result of this rule, PPS reimbursement
became mandated for both FQHC "look-alikes" and Section 330 grant recipients
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effective for Medicare cost reporting periods beginning on or after October 1,
2014.
.46 The final rule implements a bundled encounter-based (per diem) payment methodology designed to approximate national aggregate FQHC per diem
reasonable costs. Notably, this payment methodology does not adopt current
FQHC upper payment limits. As a result, aggregate Medicare payments to
FQHCs are expected to increase by approximately 32 percent. FQHC accounts
for only about 9 percent of overall Medicare claims; however, the final rule
confirms that "wrap-around" or "make up" payments will be available from
CMS when negotiated Medicare Advantage contract rates are less than the
new FQHC PPS rates. With respect to Medicare Advantage, the new FQHC
PPS rates establish an increased payment floor.
.47 Additionally, FQHC Medicaid fee-for-service reimbursement (which
is similarly based on allowable costs, not subject to an upper payment limit
and typically implemented on a PPS basis) remains unaffected. As such, when
considered together with various grant funding increases provided for in the
ACA, FQHCs should be in a much more sustainable position than they were
prior to 2000.
.48 All FQHCs transitioned to the FQHC PPS for cost reporting periods
beginning on or after October 1, 2014. The current reasonable cost methodology
will apply until all FQHCs have transitioned to the PPS. Additionally, the final
rule provides that the FQHC PPS will transition to a calendar-year basis as of
January 1, 2016.
.49 Medicare Shared Savings Program. The Medicare Shared Savings Program (MSSP) was created by the ACA to promote better health for Medicare
fee-for-service beneficiaries by encouraging physicians, hospitals, and other
health care providers to improve patient health and experience of care and
to reduce growth in costs. The program is voluntary and accepts applications on an annual basis in which organizations agree to participate for three
years.
.50 In June 2015, CMS released a final rule updating the MSSP to encourage the delivery of high-quality care for Medicare beneficiaries and build
on the early successes of the program and of the Pioneer Accountable Care
Organization (ACO) model. The MSSP final rule is an effort by CMS to provide
support for the provider community in creating a delivery system with better
care, smarter spending, and healthier patients. In addition, the final rule is
expected to enhance the focus on primary care services and provide additional
flexibility in the program, which CMS expects will improve participation.
.51 Specifically, CMS expects these changes will improve the program in
a number of areas including the following:

r
r
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Create a new track 3 based on some of the successful features
of the Pioneer ACO model, which includes higher rates of shared
savings, the prospective assignment of beneficiaries, and the opportunity to use new care coordination tools.
Streamline the data sharing between CMS and ACOs, helping
ACOs more easily access data on their patients in a secure way for
quality improvement and care coordination that can drive critical
improvements in beneficiaries' care.
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Establish a waiver of the three-day-stay skilled nursing facility
rule for beneficiaries that are prospectively assigned to ACOs under track 3.
Refine the policies for resetting ACO benchmarks to help ensure
that the program continues to provide strong incentives for ACOs
to improve patient care and generate cost savings.
Announce CMS's intent to propose further improvements to the
benchmarking methodology later this year.

For more information on the MSSP, visit the Medicare webpage at www.cms
.gov.
.52 Home health. CMS's final rule to update Medicare's home health (HH)
payment rates and wage index for calendar year (CY) 2015 implements the
second year of the four-year phase-in of the rebasing adjustments as required
by the ACA. Payments to home health agencies (HHAs) are estimated to decrease by approximately 0.3 percent, or $60 million in CY 2015. This rule also
finalizes changes to (1) simplify the face-to-face encounter regulatory requirements, (2) update the HH PPS case-mix weights, (3) revise the home health
quality reporting program requirements, (4) simplify the therapy reassessment
timeframes, (5) revise the speech-language pathology personnel qualifications,
and (6) limit the reviewability of the civil monetary penalty provisions.
.53 Many HHAs already operate at low or negative margins. Auditors
should monitor HHAs for any going concern issues related to the impact of
continuing reductions in HHA Medicare reimbursement. Refer to paragraphs
.179–.181 in the "Accounting and Auditing Developments" section.
.54 Self-determined hospice aggregate payment cap. Historically, hospice
organizations have been subject to an aggregate payment cap that represents
the maximum amount of payment that a hospice will be reimbursed for Medicare services. The aggregate cap is calculated by multiplying the number of
beneficiaries by the per-beneficiary cap amount established by CMS. In 2015,
CMS began requiring hospice organizations to submit a self-determined hospice aggregate payment cap report to their MAC. With the new guidance, CMS
provides a Provider Self-Determined Aggregate Cap Limitation form (spreadsheet) to help freestanding and provider-based hospice organizations assess
their potential payment cap liability. The new requirement begins with the
cap year ended October 31, 2014, and must be filed, with overpayments remitted, between three and five months after the end of the most recent cap year.
Although the aggregate cap is not a new concept, health organizations should
be completing the self-determined hospice aggregate payment cap report and
recording the liability, if applicable.

Federal Matching Programs for Medicaid and Intergovernmental
Transfers
.55 The Medicaid program is set up on a state-by-state basis to provide
medical assistance to the indigent. Although state-administered, these programs are actually joint federal and state programs in which the federal government shares in the cost. Under these arrangements, the federal government
"matches" a percentage of the total amount paid by the state to health care
providers. This matching is referred to as "federal financial participation."
.56 States have attempted to increase the amount of federal matching
funds for which they are eligible by increasing the amount of medical assistance
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they provide. In order to pay for the increased medical assistance, many states
have (a) changed the rules that impose assessments, fees or taxes (for example,
bed tax) on HCEs—including hospitals, nursing homes, and managed care
companies; (b) developed arrangements that have sought donations or other
voluntary payments from these HCEs; or (c) made appropriations to statefunded institutions that are designated for contribution to the federal matching
program. Some states may employ a combination of the foregoing.
.57 Provider assessment programs are limited in several ways by federal
laws and regulations. For example, assessments cannot exceed 25 percent of
the state's share of Medicaid expenditures. With limited exceptions, the assessments must be broad (that is, not limited to providers that receive Medicaid
payments), be applied uniformly to all providers in a class, and cannot guarantee a provider an offset for any portion of the cost of the assessment.
.58 Taxes and donations from these arrangements have allowed states to
generate additional federal matching funds without expending additional state
funds. In practice, HCEs continue to face challenges when determining how to
account for these taxes or donations made to the state, which, in substance,
are a return of the state's own funds. Practitioners faced with the accounting
for such taxes or donations should consider the available nonauthoritative
guidance provided by the AICPA and the HFMA, as discussed or referenced in
the following paragraphs.
.59 The HFMA's Principles and Practices Board Statement No. 17, Assessments and Arrangements Similar to Taxes, also explains that the accounting
for transactions under these arrangements depends on the individual facts
and circumstances. The statement can be accessed on the HFMA's website at
www.hfma.org.
.60 AICPA Technical Questions and Answers (Q&A) section 6400.30, "Accounting for Transactions Involving Medicaid Voluntary Contribution or Taxation Programs [Amended]" (AICPA, Technical Questions and Answers), explains that the accounting for these types of programs is dependent on individual facts and circumstances. For example, if there is a guarantee that specific
dollars given to the state by the HCE will be "returned" to the entity from
the state, those amounts should be recorded as receivables. (Although federal
laws and regulations prohibit states from guaranteeing to providers that their
taxes will be returned to them, this prohibition is not considered violated if
the taxes returned to the provider are less than 6 percent of the provider's net
patient service revenue.) In addition, if the HCE has met all requirements to be
legally entitled to additional funds from the state, the revenue or gain should
be recognized. However, if the dollars go into a pool with other contributions
that are then disbursed based on factors over which the HCE has little or no
control, the payments should be recognized as an expense. Any subsequent
reimbursements would be recognized as revenue or gain when the provider is
entitled to them and payment is assured.
.61 Some states (for example, California) differentiate between assessments paid for traditional Medicaid fee-for-service programs administered by
the state and Medicaid Managed Care (MMC) plans.
.62 For Medicaid fee-for-service programs, once the federal government
approves the enabling legislation and no contingencies remain, the assessments may be deemed non-refundable. A determination should be made
about whether reasonable estimates can be made to recognize assessments as
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expenses and supplemental Medicaid payments due from the matching program as revenue.
.63 Conversely, federal approvals for MMC plans are based on a review
of applications submitted for each plan. If the assessment is refundable and
the associated enhanced revenue from matching is uncertain or contingent
upon future governmental approval, then providers should defer recognition
pending the outcome of the federal review. It may be appropriate to consult
with legal counsel when developing an understanding of (and assessing) any
contingencies associated with the receipt of assessment revenue.
.64 Care should be taken to avoid delayed recognition of expenses or to
improperly recognize contingent gains. Because of complexities involved, it
may be necessary to consult with legal counsel.
.65 Because the application of principles will vary according to the facts
and circumstances as administered by the various states, financial statement
preparers and auditors should consider any disclosure requirements for the expense and revenue recognition criteria in the notes to the financial statements.

Increased Regulatory Scrutiny
.66 Reimbursement received by health care providers from government
programs and other third-party payers is determined under complex rules and
regulations and may be subject to retrospective adjustment in future periods,
sometimes years after the related revenue is first recognized in the financial
statements. These adjustments may result from billing reviews or audits performed in the normal course of business. These may also result from special
governmental investigations. Whether routine or special, these reviews and
audits have the potential to result in significant payment recoupments, and
must be considered in estimating the amount of revenue recognized in the
period the services are rendered.
.67 In estimating net revenues from the Medicare and Medicaid programs,
HCEs should consider, among other things, estimates of expected future adjustments to revenue from regulatory reviews, audits, billing reviews, investigations, or other proceedings. For example, entities should consider estimates
due to potential interpretation issues or potential documentation issues. Auditors must evaluate the reasonableness of management's estimates in light of
available information.

Risk-Based Payment Arrangements
.68 Providers continue to enter into contracts with payers that obligate the
providers to provide health care services to enrollees of the plans in exchange
for payments established under a variety of methods. Although getting paid is
not new, the way providers are paid is. When the contract exposes the provider
to the uncertainty of financial gain or loss, it is generally referred to as a
"risk contract." Uncertainty of financial gain or loss relates to the adequacy of
contract revenues relative to contract costs—it does not include other types of
business risks.
.69 Under a risk contract, the provider agrees to furnish specified health
care services for a negotiated price, which may be an amount per episode, case,
bundle, service, or day. The price may vary based on the volume of services furnished during the contract period. Alternatively, the provider may contract to
provide all defined health care services to a specific beneficiary group in return
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for a predetermined fee. A risk contract may also provide for a sharing of risk,
designed to create financial incentives to the providers and, in some instances,
to the payer, to improve quality and control costs. Other risk contracts may be
any combination of the previous examples. These contracts and payment models may take the place of, or complement, a standard fee-for-service payment.
The most familiar of these arrangements are the value-based payments and
ACOs under the MSSP established by the ACA and discussed in more detail
subsequently.
.70 Operationally, implementing ACOs and other similar risk-sharing
arrangements is a challenge. Because revenue comes from potential savings
that are shared with the entity, inherent risk exists in the overall operation.
From IT systems that capture transactions for compliance reports, to setting
up complex legal structures and establishing and maintaining required clinical operations and systems management, ACOs can take a variety of forms.
However, most arrangements involve primary care physicians and other types
of providers that offer care while controlling costs. Depending on the arrangement and payer, providers may be subject to increased financial risk, often with
no guarantee of receiving shared savings.
.71 Accounting for revenue from these payment models will present similar challenges. Depending on the specific terms, a risk-based contract may
resemble a risk pool, a performance-based incentive fee, an insurance contract, or another arrangement. Understanding the structure of the contract
may help providers determine when the revenue recognition criteria have been
met. Readers should be aware that industry associations are currently developing an issue analysis or a white paper that should help assist entities with
this determination.
.72 Currently, the industry has no established best practice ACO organizational structure. Each ACO's structure can be dictated by a myriad of
factors, including the existing structure of the forming organization(s); the
needs, preferences, and demographic characteristics of the covered population;
and the supply and practices of the health care providers. Existing provider
organizations—including integrated health systems, multispecialty groups,
practitioner-hospital organizations, and independent practice associations—
already operate under varying degrees of integration. These existing organizations are independently or collaboratively forming ACOs under a variety of
complex legal structures. As an example, when forming an ACO, an existing
health system often creates a subsidiary entity with the health system as the
sole corporate member. Member providers (including individuals, groups, and
associations of physicians) then sign separate legal agreements with the subsidiary to participate in the ACO. The newly formed subsidiary becomes the
legal entity that bears the risk for the patient population covered by the ACO
and its providers.
.73 The collaboration, cost, and time involved in the transition to an ACO
varies depending on the existing type of organization, or organizations, making
the transition. For example, an existing independent practice association would
likely require more collaboration with other HCEs and would need to develop
more infrastructure than an existing integrated health system.
.74 Value-based payments. The ACA contains a number of provisions
intended to promote value-based purchasing in federal health care programs. Medicare now requires providers to report certain quality measures in
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order to receive reimbursement increases for inpatient and outpatient procedures; these reimbursement increases were previously awarded automatically.
In addition, hospitals that meet or exceed certain quality performance standards will receive increased reimbursement and hospitals that have "excess
re-admissions" for specified conditions will receive reduced reimbursement.
Furthermore, Medicare no longer pays hospitals additional amounts for the
treatment of certain hospital-acquired conditions (HACs) unless the conditions
were present at admission. Beginning in 2015, hospitals that rank in the top
25 percent of all hospitals nationally for HACs in the previous year began receiving reduced Medicare reimbursement. The ACA also prohibits the use of
federal funds under the Medicaid program to reimburse providers for treating
certain provider-preventable conditions.
.75 There is also a trend among private payers toward value-based purchasing of health care services. Many large commercial payers require hospitals
to report quality data, and several of these payers will not reimburse hospitals for certain preventable adverse events. Value-based purchasing programs,
including programs that condition reimbursement on patient outcome measures, are expected to become more common and involve a higher percentage
of reimbursement amounts.
.76 Auditing considerations. Risk contracts and the resulting accounting
implications are an emerging area in which the types of contracts are changing rapidly. The primary source of accounting for these contracts should be
FASB ASC (specifically FASB ASC 605,1 Revenue Recognition; FASB ASC
954-605; and FASB ASC 944-605). Another helpful source is the Principles and
Practices Board Statement No. 11, Accounting and Reporting by Institutional
Healthcare Providers for Risk Contracts, (issued 1989, revised 1997). It discusses the unique accounting considerations providers of health care services
confront when entering into risk contracts and, though dated, addresses many
of the concepts around risk contracts being introduced today.
.77 Auditors should consider both the legal and substantive form that
these risk contracts take when evaluating the proper accounting, as the form
of the risk contract may drive the appropriate accounting. The most significant challenge will be the appropriate timing of revenue recognition. Auditors
should consider the following, among other things:

r
r
r
r

Does the HCE have enough evidence to conclude that payment is
probable and reasonably estimable?
Is there any historical basis to support these conclusions?
Does the payment to be received relate to a specific service being provided to a patient? Does the payment relate to achieving
metrics for a patient population?
Would the entity be entitled to any payment if the arrangement
was terminated prior to the end of the contract period?

.78 Auditors of entities involved in MSSPs will also need to be aware of the
regulatory compliance and legal requirements surrounding the establishment
of ACOs. CMS regulations cover a range of issues critical to the development
of ACOs, including their organizational structure and governance, internal operations, contracting obligations with CMS, reimbursement systems under the
1
This will be superseded by FASB Accounting Standards Codification (ASC) 606, Revenue from
Contracts with Customers. See paragraphs .131–.146 for more information on revenue recognition.
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MSSP, and quality reporting and monitoring. Additionally, the following federal agencies issued related guidance addressing legal and regulatory matters
pertaining to ACO formation:

r
r
r

The OIG issued an interim final fraud and abuse rule establishing
waivers of the application of the physician self-referral law, the
federal anti-kickback statute, and certain civil monetary penalties
law provisions to specified arrangements involving ACOs.
The Federal Trade Commission (FTC) and DOJ issued a joint
statement outlining how antitrust laws will be applied to ACOs.
The IRS clarified its guidance concerning tax-exempt ACOs and
tax-exempt organizations (for further discussion, see IRS Fact
Sheet 2011-11 "Tax-Exempt Organizations Participating in the
Medicare Shared Savings Program through Accountable Care Organizations").

.79 The final CMS regulations are available at www.gpo.gov/fdsys/pkg/FR2011-11-02/pdf/2011-27461.pdf. You can access the FTC and DOJ "Statement of Antitrust Enforcement Policy Regarding Accountable Care Organizations Participating in the Medicare Shared Savings Program" at www.ftc
.gov/bc/healthcare/aco/ or www.justice.gov/atr/public/health care/aco.html.

ZPIC Audit Risk and Response
.80 The Small Business Jobs Act of 2010 required the creation of the
Fraud Prevention System to identify and prevent payment of improper and
possibly fraudulent claims to providers. Upon identifying an unusual claim, a
Zone Program Integrity Contractor (ZPIC) conducts an investigation. At this
time, the ZPICs have jurisdiction to investigate only Medicare fee-for-service
claims.
.81 The ZPICs rely heavily on data analytics when deciding to conduct
an investigation. For example, a provider may be identified as providing an
abnormal amount of a certain type of service in relation to other providers.
ZPIC audits also sometimes result from provider employee whistleblowers.
.82 ZPIC audits differ from RAC and MAC audits as they are criminal
investigations as opposed to civil matters.
.83 The ZPICs have broad discretion to use more aggressive tactics than
the RACs and the MACs. ZPIC auditors may arrive unannounced to the
provider's location. So it is important for providers to have a protocol about
what to do if such a visit occurs. Legal counsel should be consulted about
how best to respond to the ZPIC's requests. Not all attorneys feel comfortable
handling ZPIC cases. Encouraging providers to take a proactive approach will
ensure that they are adequately prepared in the event of an unannounced ZPIC
investigation.
.84 Perhaps most concerning about the ZPICs is that they have the ability
to extrapolate sample results, terminate Medicare reimbursement, or recover
previously paid claims with treble damages in certain circumstances. In addition, there is the possibility of incarceration and loss of key personnel. ZPIC
auditors may request a significant amount of documentation, primarily medical
records, so providers should plan staff resources carefully. The large amount
of records requested can result in substantial copying demands and administrative burden. Reviewing charts prior to submission may result in increased
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overtime pay and other costs. As a result, when auditing the financial statements of a health care provider undergoing a ZPIC audit, it is important to
know the status of the audit and to evaluate the impact on the provider's
financial performance and the adequacy of disclosure.

CMS Physician Payments Sunshine Act
.85 CMS collects information from applicable manufacturers and others
in order to track and report information regarding their financial relationships
with hospitals and physicians. This collected data is made available by the
federal government via a public database that is searchable utilizing various
filters (including state, city, hospital name, and physician name). The purpose
is to disclose financial relationships and potential conflicts of interest. HCEs
and providers should ensure the data collected and reported in this database
properly reflect the actual payments received as there is the opportunity for inaccurate reporting. In addition, due to the nature of the available data, health
care providers should ensure they have adequate internal controls and proactive oversight of potential conflicts of interest. Any financial relationships are
now susceptible to being called into question in potential cases under the False
Claims Act, Anti-Kickback, and Civil Monetary Penalty; or by a patient, plaintiff attorney, the media and public organizations, and so on. Additional information regarding the Physician Payments Sunshine Act can be obtained at
www.cms.gov.
.86 In order to obtain reasonable assurance of compliance with laws and
regulations, the auditor should consider the compliance by the entity with the
Physician Payment Sunshine Act. These considerations may involve procedures such as reviewing the process documentation for compliance with the
legislation or reperformance of review of the open payments database.

MACRA—The Sustainable Growth Rate Reform Bill
.87 MACRA was signed into law on April 16, 2015. The law replaces
the flawed sustainable growth rate (SGR) formula with statutorily prescribed
physician payment updates and provisions that will likely accelerate progress
toward physician-hospital integration. In addition, Congress included a twoyear extension of the CHIP and reinstated global surgical bundles as part of
the legislation.
.88 MACRA came after years of negotiations to eliminate the SGR formula, which linked physician reimbursement under Medicare to increases in
gross domestic product. The much maligned formula invariably resulted in
payment cuts for physicians. The cuts were staved off each year by a series of
payment "patches" passed by Congress.
.89 To offset the budgetary cost of these provisions, the law cut Medicare
payments to hospitals and post-acute providers, eliminated first-dollar Medigap coverage, and required high-income beneficiaries to pay a greater portion
of Medicare premiums.
.90 The MACRA legislation has broad implications on the current reimbursement system by setting up a new two-track payment system designed
to encourage eligible professionals (EPs) to move more of their patients into
risk-based payment models.
.91 The SGR formula has been repealed, but it contains significant shifts
in future Medicare payments to EPs. Although physicians experience the most
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direct impact of SGR changes, life sciences companies also track the effect of
the SGR on physician services related to their drugs and devices. Further,
hospitals should track the structural reforms to the Medicare program.
.92 The major Medicare payment reform provisions of MACRA are summarized in the information that follows.

SGR Repeal and Payment Updates
.93 The core of the law is repeal of the SGR and abandonment of the
21-percent cut in Medicare physician fees it called for in 2015. In its place is a
new method of paying physicians under Medicare. Some elements are specified
in the law; some are to be introduced later. The MACRA includes annual
physician fee updates of 0.5 percent per year through 2019 and 0 percent
from 2020 through 2025, along with a "merit-based incentive payment system"
(MIPS) that will replace current incentive programs (which is discussed further
in paragraphs .95–.103.
.94 In 2026 and in subsequent years, professionals participating in alternative payment models (APMs) that meet certain criteria will receive annual
updates of 0.75 percent while all other professionals will receive annual updates of 0.25 percent.

Payment Modernization—Moving From Volume to Value
.95 Merit-Based Incentive Payment System (MIPS). The MIPS program
is the result of consolidating existing Medicare quality reporting programs.
The new program will assess performance in four categories: quality of care,
resource use, meaningful use of EHRs, and clinical practice improvement activities.
Payments to professionals will be adjusted based on performance in the unified
MIPS starting in 2019. The MIPS comprises three distinct current incentive
programs:

r
r
r

The Physician Quality Reporting System (PQRS) that incentivizes
professionals to report on quality of care measures
The Value-Based Modifier (VBM) that adjusts payment based on
quality and resource use in a budget-neutral manner
Meaningful use of EHRs (EHR MU) that entails meeting certain
requirements in the use of certified EHR systems

.96 MIPS eligible professionals. For the first two years, the MIPS applies to
physicians, physician assistants, nurse practitioners, clinical nurse specialists,
and certified registered nurse anesthetists, as well as group practices that
include such professionals. In subsequent years, other eligible professionals
may be included. A MIPS-eligible professional does not include qualifying or
certain partial-qualifying APM participants (discussed later), or professionals
who do not exceed a low-volume threshold. Those professionals participating
in an APM are eligible for bonus payments under the APM track and thus
excluded from payment adjustments under the MIPS.
.97 Current-law Penalties: The payment implications associated with the
current incentive program penalties will sunset at the end of 2017, including
the 2-percent penalty for failure to report PQRS quality measures and the 3percent penalty (increasing to 5 percent in 2019) for failure to meet EHR MU
requirements.
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.98 Penalties Realigned: The money from penalties that would have been
assessed will now remain in the physician fee schedule, significantly increasing
total payments compared to the current baseline.
.99 Performance Assessment: Physicians will receive a composite performance score of 0 to 100 based on their performance in each of the following 4
performance categories:

r
r
r
r

Quality (30 percent)—measures from PQRS, VBM, EHR MU, and
those from qualified clinical data registries.
Resource Use (30 percent)—encourages physician engagement to
ensure accurate resource use assessments. The methodology that
CMS is currently developing to identify resources associated with
specific care episodes will be enhanced through public input and
an additional process that directly engages professionals.
EHR Meaningful Use (25 percent)—applies technology to use patient information to improve patient care amongst other objectives.
Clinical Improvement Activities (15 percent)—includes a menu
of activities: expanded practice access, population management,
care coordination (including remote monitoring or telehealth),
beneficiary engagement, patient safety, and participation in an
APM.

These weights would change over time. For example, should the percentage of
meaningful EHR users exceed 75 percent, the secretary of the Department of
Health and Human Services could reduce the weight for that category, but not
below 15 percent, with the other weights increased appropriately.
.100 Under MIPS, physicians will also receive credit for improvement
from one year to the next in the determination of their quality and resource
use performance category score and may receive credit for improvement in
clinical practice improvement activities.
.101 Performance Threshold: Each EP's composite score will be compared
to a performance threshold that will be established during a period prior to
the period being measured. Therefore, EPs will know what composite score
they must achieve to obtain incentive payments and to avoid penalties at the
beginning of each performance period.
Payment Adjustments: Negative for those below the threshold; zero for those
at the threshold; positive for those above the threshold:

r
r
r
r

2019: capped at +/- 4 percent
2020: capped at +/- 5 percent
2021: capped at +/- 7 percent
2022 and beyond: capped at +/- 9 percent; plus the potential for
additional incentive payments for exceptional performance.

.102 Technical Assistance: Technical assistance will be available to help
practices with 15 or fewer professionals improve MIPS performance or transition to alternative payment models (APMs) (discussed in more detail later).
Funding will be $20 million annually from 2016 to 2020.
.103 Feedback: In order to provide feedback to EPs to improve performance, beginning July 1, 2017, the U.S. Department of Health and Human
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Services (HHS) Secretary will make available periodically (such as quarterly)
confidential feedback to each MIPS eligible professional on the individual's performance with respect to the quality and resource use performance categories.

Alternative Payment Models (APMs)
.104 Incentive payments will be available to EPs who engage in APMs.
These and other provisions will increase pressure on physicians and other
providers to move from traditional individual or small-group fee-for-service
practices into risk-based settings.
APMs are defined as follows:

r
r
r
r
r

An APM involves risk of financial losses and a quality measure
component (for example, the MSSP).
An APM is a model under the Center for Medicare and Medicaid
Innovation (CMMI).
An APM is a demonstration under section 1866C of the Social Security Act (the Health Care Quality Demonstration Program that
is designed to examine the extent to which financial incentives
promote improvements in care).
An APM is a demonstration required by federal law.
An APM includes patient-centered medical homes (PCMHs) that
have been proven to work with the Medicare population—PCMH
APMs are exempt from the financial risk requirement.

.105 To encourage physicians to take on this risk, and to provide a financial cushion, the legislation provides 5-percent incentive payments from 2019
to 2023 for those who join new models.
.106 Participants need to receive at least 25 percent of their Medicare
revenue through an APM in 2019 to 2020. This threshold increases over time.
The policy also incentivizes participation in private-payer APMs.
.107 EPs would be subject only to the quality reporting requirements for
their APM; they would be exempt from the new MIPS quality program.
.108 To advise and evaluate the development of alternative payment models, the bill will establish an ad hoc committee to be known as the "PhysicianFocused Payment Models Technical Advisory Committee." The committee will
provide comments and recommendations to the HHS secretary as to whether
the alternative payment models meet the criteria (to be established by the HHS
secretary) for assessing physician-focused payment models.

Uncertainty for Future Medicare Payments
.109 According to the Social Security Administration Office of the Chief
Actuary, MIPS updates totaling $500 million per year and a 5-percent annual
APM bonus are scheduled to expire in 2025, which will again trigger physician
payment reductions. Thus, while the immediate payment problems with the
SGR formula are solved, Congress may have to address the continued complex
issues of Medicare physician reimbursement methodology in the years to come.
.110 CMS quality reporting programs and value-based payments will be
affected significantly by the MACRA.

ARA-HCO .104
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"Three Rs" Programs Created Under ACA
.111 The ACA provides for broad reforms of individual and small group
markets, including the establishment of state-based or federally facilitated
exchanges (exchanges) to facilitate the purchase of health coverage. The enrollment of substantial numbers of previously uninsured individuals into the
reformed market made it more difficult for insurers to establish pricing accurately, at least initially following the reforms. The pricing difficulty was
generally due to the lack of detailed data and experience surrounding health
spending for the previously uninsured population enrolling in coverage under
the exchanges. In addition, future expenses related to the newly insured could
show a change in trend over time, and it may take multiple years for individuals to take advantage of the newly available coverage by enrolling, thus leading
to continuing uncertainties in costs for this population as the market matures.
Establishing prices at a low rate could result in substantial losses to insurers,
whereas establishing premium pricing at a high rate could result in large gains
to insurers while reducing the insurers' membership participation. Therefore,
in an effort to mitigate these risks around pricing and lack of information surrounding the uninsured, the ACA designed permanent and temporary premium
stabilization mechanisms—namely, the Three Rs programs (Risk Adjustment;
Risk Corridor; and Reinsurance Recoveries), for insurers participating in reformed individual and small group markets.
.112 Each program under the Three Rs includes a retrospective settlement process. The amounts related to the Three Rs programs are uncertain
in magnitude and could result in a significant impact to forecasted annual net
income associated with an insurer's affected lines of business. Inputs required
in the estimation of the amounts related to the Three Rs include a combination of insurer-specific data and experience plus metrics of other market participants.
.113 HHS funds or redistributes funding for the Three Rs programs. The
Reinsurance Recoveries Program and Risk Adjustment Program were settled
for calendar year 2014 on June 30, 2015. The risk corridor calculations were to
be filed by insurers by July 31, 2015, for the prior calendar year.
The following sections describe each of the Three Rs programs.

Permanent Risk Adjustment
.114 Beginning in 2014, Section 1343 of the ACA provides for permanent risk adjustments (RA), which applies to non-grandfathered individual
and small group plans both inside and outside of the exchanges. The RA is
designed to allow an insurer to price and offer individual and small-group
products without consideration of the underlying relative health status of the
individuals purchasing these products. This concept is particularly important
for the post-ACA individual product market because insurers can no longer
employ traditional risk-management techniques such as medical underwriting. Instead, insurers must offer coverage at market rates to any applicant
without regard to that applicant's health status. The RA is a mechanism
that allows for the relative health status risk of each insurer's pool of insured enrollees in a given marketplace to be measured and funds to be transferred from insurers whose pools of insured enrollees have lower-than-average
risk scores to those insurers whose pools have greater-than-average risk
scores.
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Transitional Reinsurance
.115 Section 1341 of the ACA establishes a transitional reinsurance program to help reduce the uncertainty of insurance risks for coverage in the
individual product market from 2014 through 2016. Reinsurance is typically
obtained to protect against the possibility that some set of circumstances (such
as high claim costs) might produce losses that an insurer is unable to fund on its
own. Thus, the reinsurance program under the ACA is designed to reduce the
uncertainty of insurance risks in the individual product market by reinsuring
the insurer for a portion of high-cost claims.
.116 The ACA requires all insurers and third-party administrators acting
on behalf of a self-insured group to make contributions under this program to
support payments to individual product insurers that cover high-cost individuals. This funding is scheduled to decrease systematically from 2014 to 2016 and
to be eliminated in 2017. The contributions from the insurers and self-insured
group plans consist of three components: a basic contribution rate, a contribution to the U.S. Treasury, and an amount to cover the administrative costs of
HHS or the applicable state to carry out the program. Reinsurance contributions are calculated by adding the basic contribution rate, the U.S. Treasury
contribution, and administrative costs and then dividing the result by the estimated number of enrollees covered by insurers that must make reinsurance
contributions.

Temporary Risk Corridor
.117 The risk corridor (RC) was designed to provide some aggregate protection against variability for insurers in the individual and small-group markets
during the period of 2014 to 2016. In many cases, the RC will lessen much of
the potential volatility and uncertainty in ultimate earnings. The impacts of
the other two Three Rs programs (transitional reinsurance and RA) are factored into the RC calculation. The RC pertains only to qualified health plans,
which include products offered via the exchanges but also could include some
off-exchange products. Although the RC mechanism provides some protection
against extreme bounds of experience, there is a corridor in which variance in
experience directly affects the financial return to the company. Risk is shared
only outside of the corridor.

Accounting Considerations
.118 Existing guidance under generally accepted accounting principles
does not specifically address the accounting and reporting for the Three Rs
programs contained in the ACA; however, Statement of Statutory Accounting
Principles (SSAP) No. 107, Accounting for the Risk Sharing Provisions of the
Affordable Care Act (statutory accounting) may be a starting point for entities
seeking guidance. The accounting and reporting conclusions reached related to
the Three Rs may have a material financial impact on health insurers.
.119 Auditors should consider the following questions when assessing the
accounting impact of the Three Rs programs:

r
r
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Can health plans reasonably estimate amounts due under RA
and, therefore, also reasonably estimate the amounts under the
RC given the interrelationship between the RA and RC?
Is the difference in the amount previously booked and the settlement amount of amounts recorded by the insurer for these
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r
r

r
r
r

programs in fiscal 2014 properly considered as a change in estimate or as an error, based on specific facts and circumstances? (RA
and transitional reinsurance settlements for 2014 were scheduled
for June 30, 2015.)
What impact does the interrelationship among the RA, RC, and
the medical loss ratio (MLR) have on an entity's ability to estimate its MLR? (In states where minimum MLRs are mandated,
premium adjustments may trigger regulatory penalty or refunds
of premium.)
What revenue recognition and collectability issues, if any, should
be considered with respect to a receivable calculated as due under
RC? Should valuation allowances be established with respect to
any portion of such receivables prior to when final settlement is
determined? (The RA program is designed to be revenue-neutral
by state. The RC program is intended to be revenue-neutral in
application.)
What portions of the transitional reinsurance program balance
are treated as an accounts receivable and what portions are offsets to claims expense, (regarding the transitional reinsurance
program)?
What portion of contributions charged for the transitional reinsurance program is classified as general and administrative expense
and what portion is classified as ceded premiums?
What disclosures are appropriate in the notes to the financial
statements regarding management accounting and estimation
processes with respect to the Three Rs Programs, the Three Rs
settlement amounts, accruals, and expenses?

.120 The accounting conclusions reached may be highly dependent on
individual facts and circumstances. As necessary, when considering these and
related questions, auditors should refer to the accounting guidance as follows:

r
r
r
r

FASB ASC 405-30-25-1
FASB ASC 944-605-25-2
FASB ASC 944-605-25-3
SSAP No. 107

IRS Developments
Maintaining Tax-Exempt Status
.121 With the passage of the ACA, not-for-profit (NFP) HCEs entered
into a new era of compliance that links tax-exempt status to certain reporting
obligations. An NFP HCE's failure to maintain its tax-exempt status could
affect both its financial statements and related disclosures, and could possibly
require modification of the auditor's report.
.122 The ACA created IRC Section 501(r), which established new requirements that NFP hospitals must meet in order to maintain federal tax-exempt
status. These include adopting and implementing written financial assistance
and emergency medical care policies, limiting the amount charged for emergency or other medically necessary care, and limiting use of "extraordinary
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collection actions" against patients. Section 501(r) also requires that hospitals must conduct a community health needs assessment (CHNA). Refer to
paragraphs .125–.130 for details on CHNA. The rules under 501(r) apply to
501(c)(3) organizations that operate one or more facilities that are required to
be licensed or registered as hospitals under state law. These rules also apply
to governmental hospitals that the IRS has recognized as tax-exempt under
IRC Section 501(c)(3). In addition, the rules apply to hospitals operated by a
501(c)(3) organization through a joint venture (for example, partnership) unless
the organization treats the income from the partnership as unrelated business
income.
.123 In December 2014, the IRS issued final regulations under Section 501(r) for tax-exempt hospital organizations and hospital facilities. The
final regulations are effective for hospitals' tax years that begin after December 29, 2015. For tax years beginning before December 29, 2015, the
final regulations provide that a hospital may rely on the proposed regulations issued in 2012 (www.irs.gov/pub/irs-drop/reg-130266-11.pdf) and 2013
(www.irs.gov/PUP/newsroom/REG-106499-12.pdf). You can find the final regulations at www.gpo.gov/fdsys/pkg/FR-2014-12-31/pdf/2014-30525.pdf.
.124 The regulations under Section 501(r) provide that a hospital facility
will not lose its tax-exempt status due to a failure to meet the requirements of
Section 501(r) if such failure was not willful or egregious and was corrected and
disclosed. The regulations also provide that minor errors or omissions will not
constitute "failures" to comply with 501(r), and therefore will neither result in
loss of tax exemption nor penalties, if the hospital promptly corrects the error
or omission and takes steps to prevent such error or omission from recurring
in the future. In Revenue Procedure 2015-21, issued in March 2015, the IRS
published correction and disclosure procedures under which certain failures to
meet the Section 501(r) requirements will be excused. You can find IRS Notice
2015-21 at www.irs.gov/pub/irs-drop/rp-15-21.pdf.

Community Health Needs Assessments
.125 One of the most significant obligations imposed on NFP hospitals by
IRC Section 501(r) is the requirement to conduct a community health needs
assessment (CHNA) at least once every three years and to adopt an implementation strategy to respond to the needs identified by the assessment. In
addition to the potential loss of tax-exempt status, failure to comply with the
CHNA requirement carries an excise tax penalty of $50,000 per hospital per
year.
.126 To comply with the final regulations related to CHNA, hospitals must
do the following:

r

r
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Solicit input from people representing the broad interests of the
community, including (1) governmental and other public health
experts, members of medically underserved, low-income, and minority populations in the community served by the hospital facility or (2) individuals or organizations serving or representing the
interests of such populations.
Evaluate the impact that the facility's actions taken under the
prior implementation strategy have had on addressing the community's health needs and include this evaluation in the CHNA
report.
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Prioritize the identified community health needs. The final regulations expand the list of health care needs that a hospital may
consider, including prevention of illness, ensuring adequate nutrition and addressing social, behavioral, and environmental factors
(and these regulations require annual reporting on IRS Form 990
about how needs identified in the CHNA are being addressed).
Make a report of the CHNA findings widely available to the public
and develop an implementation plan that outlines the prioritized
needs the hospital plans to address and those needs it will not
address and why. The implementation plan should outline specific
resources the hospital will use and actions the hospital will take
to meet the prioritized needs.
Establish a system to obtain and review public comments regarding the prior CHNA and implementation plan, which must be
incorporated into the next CHNA.

.127 A hospital that collaborates with other organizations and facilities
in conducting its CHNA will be permitted to adopt a joint CHNA report if
certain conditions are satisfied, including that each collaborating facility or
organization defines its community to be the same. A joint implementation
plan may be adopted as long as it clearly states what actions and resources
each hospital will commit to addressing the stated community health needs.
.128 The second round of CHNAs must be conducted within three years of
the last CHNA. For example, a hospital facility with a calendar year-end that
completed its CHNA for tax year December 31, 2013, would need to complete
its next CHNA for its December 31, 2016 tax year. The CHNA is considered
to be completed when a final report of the findings is adopted by the Board of
Directors or other authorized body and made widely available to the public. The
final rule also extended the timeframe for a hospital to adopt its implementation
plan from the end of the taxable year in which the CHNA was conducted to no
later than the 15th day of the 5th month following the taxable year in which the
CHNA was conducted (that is, the initial due date of the hospital's IRS Form
990). The final regulations continue to require facilities to make their CHNA
documents publicly available. This is typically done by making the document
easily accessible through the hospital website or by providing a paper copy of
the CHNA upon request.
.129 Further, hospitals must identify on their IRS Form 990 whether
any new facilities have been acquired that have become subject to the CHNA
requirements after conducting the prior CHNA; if so, special transition rules
apply. The final regulations provide more clarity surrounding the timing of
CHNA requirements for acquired, new, and transferred or terminated hospital
facilities.
.130 In addition to compliance with IRC Section 501(r), CHNAs are a
vital planning tool for population health management initiatives (including
performance-based payment models). A CHNA provides a comprehensive view
of the demographics and health disparities of the community served by a hospital to identify high-risk populations and enhance care delivery, ultimately
improving outcomes for patients and helping hospitals achieve the Institute for
Healthcare Improvement triple aim of optimizing patient experience (through
safety and quality), reducing costs, and improving population health.
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Accounting and Auditing Developments
Revenue Recognition Updates
.131 FASB Accounting Standards Update (ASU) No. 2014-09, Revenue
from Contracts with Customers (Topic 606), issued in May 2014, is the result of
the joint FASB and International Accounting Standards Board (IASB) project
to develop a single principles-based model for recognizing revenue, with a goal
of improving consistency of requirements, comparability of revenue recognition
practices, and usefulness of disclosures.
.132 FASB ASU No. 2014-09 is effective for annual reporting periods
of public entities, as defined, beginning after December 15, 2017, including
interim periods within that reporting period. Early application is not permitted
for public entities.
.133 For other entities, FASB ASU No. 2014-09 is effective for annual reporting periods beginning after December 15, 2018, and interim periods within
annual periods beginning after December 15, 2019. Other entities may elect to
adopt the standard earlier, however, only as one of the following:

r
r
r

An annual reporting period beginning after December 15, 2017,
including interim periods within that reporting period (public entity, as defined, effective date)
An annual reporting period beginning after December 15, 2017,
and interim periods within annual periods beginning after December 15, 2018
An annual reporting period beginning after December 15, 2018,
including interim periods within that reporting period

.134 FASB ASU No. 2014-09 provides a framework for revenue recognition
and supersedes or amends several of the revenue recognition requirements in
FASB ASC 605 as well as certain guidance within the 900 series.
.135 The AICPA has formed 16 industry task forces (including the health
care industry task force) to assist in developing a new Audit and Accounting
Guide on revenue recognition that will provide helpful hints and illustrative
examples for how to apply the new standard. Revenue recognition implementation issues identified by the Health Care Revenue Recognition Task Force
will be available for informal comment at www.aicpa.org after review by the
AICPA Financial Reporting Executive Committee.
Readers are encouraged to submit comments to revreccomments@aicpa.org.
.136 FASB ASU No. 2014-09 applies to any entity that either (1) enters
into contracts with customers to transfer goods or services or (2) enters into contracts for the transfer of nonfinancial assets unless those contracts are within
the scope of other standards (for example, insurance, financing arrangements,
guarantees, or lease contracts). The ASU does not apply to other parties to a
contract who are not customers. Management will need to review partnership
and collaborative arrangements to assess whether such arrangements will be
subject to the ASU.
.137 The ASU eliminates most of the existing industry-specific guidance
and significantly expands revenue recognition disclosures. The required disclosure changes will include both quantitative and qualitative information about
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the amount, timing, and uncertainty of revenue from contracts with customers
and the significant judgments used.
.138 The core principle of the new revenue recognition standard is that
an entity should recognize revenue to depict the transfer of goods or services
to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services. An entity would
apply a five-step model to achieve that core principle. Collectability will be an
explicit threshold that must be assessed before applying the revenue recognition model to a contract. An entity must evaluate customer credit risk and
conclude it is probable it will collect the amount of consideration due in exchange for the goods or services. The assessment is based on the customer's
ability and intent to pay (either on an individual contract or a portfolio basis).
The five-step revenue recognition model is described in the following sections.

Step 1—Identify the Contract With a Customer
.139 The first step in applying the model is to identify the contract with a
customer. A contract is defined as "an agreement between two or more parties
that creates enforceable rights and obligations." The ASU includes criteria for
combining contracts into a single contract for accounting purposes. Accounting
for a contract modification will depend on the type of modification and would
be treated either as a separate contract or as an adjustment to the original
contract, depending on circumstances.

Step 2—Identify the Performance Obligations in the Contract
.140 Once an entity has identified a contract, it should identify separate
performance obligations within that contract. A performance obligation is defined as "a promise in a contract with a customer to transfer a good or service to
a customer." Management will need to use significant judgment to distinguish
each performance obligation within a contract; identifying performance obligations and how they are satisfied will directly affect when revenue is recognized.

Step 3—Determine the Transaction Price
.141 The transaction price is the amount of consideration to which an
entity expects to be entitled in exchange for transferring goods or services. To
determine the transaction price, an entity would consider the following:

r
r
r
r

Terms of the contract
Customary business practices and the effects of the time value of
money (significant financing component)
Variable and noncash consideration
Consideration payable to the customer

Variable consideration will be included in the transaction price to the extent it
is probable a significant revenue reversal will not occur. Consideration can vary
because of discounts, rebates, refunds, credits, price concessions, incentives,
performance bonuses, penalties, or other similar items.

Step 4—Allocate the Transaction Price to the Performance Obligations
in the Contract
.142 The transaction price is allocated to all separate performance obligations based on their relative standalone selling price. The best evidence of
standalone selling price is the observable price for which the entity sells the
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good or service separately. In the absence of separate observable sales, the
standalone selling price is estimated.

Step 5—Recognize Revenue When (or as) the Entity Satisfies a
Performance Obligation
.143 Revenue is recognized when (or as) control of a good or service is
transferred to a customer. Satisfaction occurs when the customer has the ability
to direct the use of, and receive the benefits from, the transferred good or
service. Revenue can be recognized over time (typically for transferred services)
or at a point in time (typically for transferred goods).

Potential Effect on HCEs
.144 HCEs will need to assess the impact of the new revenue standard
in accounting for transactions with customers. Paragraphs 102–105 of FASB
ASC 606-10-55 provide an example of an implicit price concession for a patient
treated in the emergency room of a hospital. The example describes how an
entity would evaluate the patient's ability and intention to pay and record
revenue on what the entity concludes it is probable to collect.
.145 Accounting for self-pay patient revenue and deferred entrance fees
in a continuing care retirement community are just two of the examples in
which HCEs may see a change from current guidance under the new revenue
recognition guidance.
.146 Upon implementation of the new standard, consistency of revenue
recognition principles across geographies and industries will be enhanced and
financial statement users will receive better insight through improved disclosure requirements. To provide CPAs with guidance during this time of transition, FASB and the IASB have established the Joint Transition Resource
Group for Revenue Recognition (TRG). The TRG promotes effective implementation and transition to the converged standard. Refer to each board's website
for more information on this group and the status of the group's efforts.
Readers are encouraged to consult the full text of this ASU on FASB's website
at www.fasb.org.

Uncertainties Associated With Provider Revenue Recognition or
Estimation of Bad Debts in Early Years of Exchanges
.147 Providers' focus on the assessment of patient receivables, contractual discounts, and allowances for uncollectible accounts is both necessary and
challenging. The numerous uncertainties of health care reform and the implementation of insurance exchanges make that focus more difficult in early years
of insurance exchanges due to a lack of historical data upon which to calibrate
reserves.
.148 As health care reform evolves, hospitals have experienced that uninsured patients may now qualify for Medicaid coverage, may obtain coverage
through high-deductible plans, or may apply for "charity care" writeoffs of their
medical bills. As coverages become more complex and the patients' responsibilities increase, providers may need to make additional investments in financial
counselors and other staff to assist patients. In addition, a general shift from
employer-based insurance products to individual insurance increases the risk
that individuals may be dropped from coverage due to their own failure to pay
premiums. If insurer systems are not updated in a timely manner or providers
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do not confirm that coverage still exists (especially related to high-cost procedures that necessitate pre-certification), providers may be erroneously led to
believe that patients have coverage.
.149 Health plans are implementing "narrow networks," which are intended to reduce the cost of insurance that will therefore reduce payments
to health care providers. Much more emphasis will be placed on pay-forperformance and care coordination efforts to ensure costs are minimized for
the insurer. Hospitals and other providers will therefore be challenged to ensure they are chosen providers by the narrow network insurers. They may
make cognizant attempts to offer attractive fee schedules to participate in the
narrow network without having sound financial data or experience to ensure
the payment schedule is providing sufficient revenue to cover the cost of care.
.150 It is essential that providers maintain a high level of skepticism in
the early years of insurance exchanges and health care reform as comparable
historical experience factors and industry trends are not available. Collection
experience will need to be developed for existing payers offering new exchangebased products as well as for new health plans launched in response to the
market opportunity presented by the exchanges. If providers are not capturing and analyzing exchange-specific collection experience, it may be difficult
to fully address the effect on related contractual discounts and allowances
for uncollectible accounts. This will be especially true for patients who have
transitioned from employer-based coverage to narrow network plans that may
offer lower reimbursement. In addition, as providers operate in the new environment, errors could be made that may not be favorable to the provider.
Attention should be given to the potential need for providers to increase discounts and allowances based on the shift from employer-provided insurance to
individual or high-deductible plans.
.151 For related reporting considerations, consult FASB ASU No. 2011-07,
Health Care Entities (Topic 954): Presentation and Disclosure of Patient Service
Revenue, Provision for Bad Debts, and the Allowance for Doubtful Accounts for
Certain Health Care Entities (a consensus of the FASB Emerging Issues Task
Force).
.152 Note that disclosures under FASB ASC 954, Health Care Entities,
will be subject to transitional guidance from FASB ASU No. 2014-09.

Classification of Charity Care Versus Bad Debt
.153 In addition to the uncertainties associated with provider revenue
recognition or estimation of bad debts, providers and auditors should be alerted
to the incentive for health care providers to shift receivables that are significantly aged or viewed as uncollectible from a "bad debt" classification to a "charity care" classification. The risk of this occurring is magnified due to the effect
that increased insurance deductibles, high deductible plans, and increased copays have on the industry. As such, attention should be directed to provider
policies and procedures related to "charity care" adjustments to ensure an effective framework is applied to address these matters. Particular attention
should be given to the following: policies and procedures utilized; documentation provided by the patient to justify financial status; management reviews
of processed charity care adjustments; increased risk of employees adjusting
their own or family or acquaintance accounts; and management's opportunity
or incentive to improperly record or adjust accounts from being written off as
bad debts to a more acceptable designation of charity care.
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.154 In addition, consideration should be given to current and future
Internal Revenue Service regulations pertaining to this topic (for example,
Section 501(r) of the IRC) and Congressional scrutiny of the NFP health care
sector. IRC Section 501(r), which can result in imposition of fines for failure
to comply, has extensive criteria for this subject and is discussed in the "IRS
Developments" section of this document.

Donated Personnel Services
.155 In April 2013, FASB issued ASU No. 2013-06, Not-for-Profit Entities
(Topic 958): Services Received from Personnel of an Affiliate (a consensus of
the FASB Emerging Issues Task Force). This ASU addresses the situation in
which employees of a separately governed affiliated entity regularly perform
services (other than in an advisory capacity) for, and under the direction of, the
recipient entity. This issue was brought to the attention of the FASB Emerging
Issues Task Force by the AICPA Not-for-Profit Expert Panel because differing
views exist in practice about whether a recipient NFP should consider services
received from personnel of an affiliate as a contribution and whether that NFP
would apply the contributed services guidance. The purpose of this ASU is to
specify the guidance for which NFPs apply for recognizing and measuring services received from personnel of an affiliate to improve consistency in financial
reporting.
.156 This ASU applies to NFPs, including business-oriented HCEs that
receive services from personnel of an affiliate that directly benefit the recipient
NFP and for which the affiliate does not charge the recipient NFP. An affiliate, according to the FASB ASC master glossary, is a party that (directly or
indirectly through one or more intermediaries) controls, is controlled by, or is
under common control with an entity. This ASU does not address transactions
between affiliates for which the affiliate charges the recipient NFP at least for
the approximate amount of direct personnel costs (for example, compensation
and any payroll-related employee benefits) or the approximate fair value of the
services provided.
.157 Within the scope of FASB ASC 954, a recipient NFP that is required
to provide a performance indicator (analogous to income from continuing operations of a for-profit entity) should report as an equity transfer the increase
in net assets associated with services received from personnel of an affiliate
that directly benefit the recipient NFP and for which the affiliate does not
charge the recipient NFP, regardless of whether those services are received
from personnel of an NFP affiliate or any other affiliate.
.158 This ASU requires a recipient NFP to recognize all services received
from personnel of an affiliate that directly benefit the recipient NFP. Those
services should be measured at the cost recognized by the affiliate for the
personnel providing those services. However, if measuring a service received
from personnel of an affiliate at cost will significantly overstate or understate
the value of the service received, the recipient NFP may elect to recognize
that service received at either (1) the cost recognized by the affiliate for the
personnel providing that service or (2) the fair value of that service.
.159 This ASU also specifies that FASB ASC 850-10, Related Party Disclosures, applies to services received from personnel of an affiliate.
.160 This ASU is effective prospectively for fiscal years beginning after
June 15, 2014, and interim and annual periods thereafter. A recipient NFP
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may apply the ASU using a modified retrospective approach under which all
prior periods presented upon the date of adoption should be adjusted, but no
adjustment should be made to the beginning balance of net assets of the earliest
period presented. Early adoption is permitted.

Accounting for Business Combinations and Consolidation
.161 Merger and acquisition (M&A) activity within the health care industry continues to rise. The passage of the ACA, the establishment of ACOs, and
other industry factors such as physician shortages in some geographic areas
or facilities have been key drivers behind the trend. Government incentives
encourage health care providers to focus on the management of population
health and contribute to industry integration, providing a less fragmented continuum of care (from physician and allied caregivers to specialty clinics and
centers to acute and post-acute care facilities). The need for entities to access
the capital markets for modernizing facilities and implementing EHRs is also a
factor. HCEs are looking for opportunities to collaborate, affiliate, consolidate,
acquire, and merge.

NFP Mergers and Acquisitions
.162 In M&A transactions involving NFP HCEs, consideration must be
given to the expectations and needs of the communities in which they operate as the NFP HCEs face requirements to maintain their tax-exempt status.
State and federal regulatory agencies (such as the IRS) are increasing disclosure requirements and scrutiny of community benefits. An NFP HCE that is
considering an affiliation, integration, or a consolidation should not only involve the entity's board of directors and senior leadership upfront, but should
also understand the regulatory requirements and develop an action plan to
ensure the transaction meets the financial and nonfinancial goals of the entity.
The action plan should include an understanding of the accounting guidance
related to NFP M&A transactions.
.163 The "Business Combination" Subtopics of FASB ASC 954 and FASB
ASC 9582 contain the guidance related to the combination of one health care
NFP with one or more other health care NFPs. Although this guidance first
became effective in 2009, NFPs that have not previously been involved in M&A
activities may not be familiar with it. One of the key principles is the need to
determine whether a transaction is a merger or an acquisition. In a merger,
the governing bodies of two or more NFPs cede control of those entities to
create a new NFP. The carryover method is used in a merger, which means
the combined entity's initial financial statements carry forward the assets and
liabilities of the combining entities. In contrast, the acquisition method is used
to account for an acquisition by an NFP. Under the acquisition method, the acquiring entity records the fair value of the assets and liabilities of the acquired
entity on its financial statements. In many cases, the combination of two NFPs
may not involve any cash consideration. To apply the acquisition method of
accounting, a valuation of the entity is required. Auditors need to work with
management to ensure an appropriate valuation is completed and that there
is appropriate allocation of value to the underlying assets and liabilities. For
additional information, refer to chapter 12, "The Reporting Entity and Related
Entities" of AICPA Audit and Accounting Guide Health Care Entities.

2

FASB ASC 958, Not-for-Profit Entities.
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.164 Auditors should also be aware of two ASUs issued by FASB (FASB
ASU No. 2015-08, Business Combinations (Topic 805): Pushdown Accounting—
Amendments to SEC Paragraphs Pursuant to Staff Accounting Bulletin No.
115 (SEC Update), and FASB ASU No. 2014-17, Business Combinations (Topic
805): Pushdown Accounting (a Consensus of the FASB Emerging Issues Task
Force) that provide guidance on when and how an acquired entity that is a
business or an NFP can apply pushdown accounting in its separate financial
statements. M&As can result in a change of control of an entity that previously
followed a different basis of accounting (for example, insurance companies acquired by HCE, or vice-versa; an NFP HCE acquiring control of a for-profit
entity). The newly acquired entity may adopt the accounting basis of the acquiring entity in its separate financial statements. Guidance under FASB ASU
No. 2014-17 was effective as of November 18, 2014, after which an acquired
entity can elect the alternate basis. If a change in control has already occurred
and financial statements have been issued, application of this guidance would
be accounted for as a change in accounting principle (under FASB ASC 250,
Accounting Changes and Error Corrections) and is irreversible.

For-Profit Entity M&As
.165 M&A activities are also on the rise with for-profit entities due to many
of the same factors affecting NFPs, with the additional influence of private
equity investors moving into the health care area. FASB ASC 805, Business
Combinations, contains the guidance for transactions that represent business
combinations to be accounted for under the acquisition method.
.166 Auditors involved with for-profit business combinations should review the applicability of FASB ASU No. 2014-02, Intangibles—Goodwill and
Other (Topic 350): Accounting for Goodwill (a consensus of the Private Company
Council), which creates an accounting alternative that permits private companies to (1) amortize goodwill over the useful life of the acquired entity's primary
assets, not to exceed 10 years and (2) test goodwill for impairment either at the
entity level or the reporting unit level. The amended guidance is to be applied
prospectively to goodwill existing as of the beginning of the period of adoption
and is effective for new goodwill recognized in annual periods beginning after
December 15, 2014. Early adoption is permitted.
.167 FASB ASU No. 2014-18, Business Combinations (Topic 805): Accounting for Identifiable Intangible Assets in a Business Combination (a consensus of the Private Company Council), an accounting alternative for intangible assets of private companies, permits qualitative disclosure for fair value
of intangible assets, reducing the burden of periodic impairment testing. The
private company must have adopted alternative treatment for goodwill under
FASB ASU No. 2014-02 mentioned previously in paragraph .166 and exclude
customer-related agreements and non-compete agreements from classification
as intangible assets. These are assets that could not be sold separately to customers. It is effective for fiscal periods beginning after December 15, 2015, with
earlier adoption permitted.
.168 Additionally, guidance was issued for private companies regarding
criteria for excluding the consolidation of certain entities under common control; for more information, refer to FASB ASU No. 2014-07, Consolidations
(Topic 810): Applying Variable Interest Entities Guidance to Common Control
Leasing Arrangements (a consensus of the Private Company Council). It is effective for all years beginning on or after December 15, 2014, and all interim
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periods on or after December 15, 2015. If adopted, the alternative treatment for
private companies should be applied retrospectively to all periods presented.
Early adoption is permitted.

Accounting for Alternative Affiliation Structures
.169 Reductions in Medicare and insurance reimbursement, among other
economic challenges, are driving the consolidation in the health care industry.
The structure of consolidations has taken various forms including joint ventures, joint operating agreements, affiliations, profit and risk sharing agreements, and formation of ACOs.
.170 Preparers and auditors have to navigate complex rules related to
the accounting for these alternative affiliation structures. Among other things,
HCEs should consider

r
r
r

r
r
r
r

whether the alternative structure requires consolidation under
the VIE model.
consolidation under the voting interest model (including consideration of "kick-out rights") if the entity is not required to be
consolidated under the VIE model.
whether the HCE meets the definition of a joint venture, if consolidation is not required under either of the previous models. New
guidance under FASB ASU No. 2015-02, Consolidation (Topic
810): Amendments to the Consolidation Analysis, removes a presumption that a general partner must consolidate the partnership.
how to record the noncash assets received from the investors at
the formation of the entity, if it meets the definition of a joint venture that requires consolidation. This step may require significant
judgment due to lack of authoritative accounting guidance.
whether investors in the joint venture contribute a "business" or
"assets." Accounting by the investors at the formation of the joint
venture depends on this determination.
which method is appropriate subsequent to the formation of a joint
venture (equity method, proportionate consolidation method, or
fair value method if the fair value option is elected). Accounting
by the investors subsequent to the formation of the joint venture
depends on this determination.
whether the equity method or cost method of accounting would
apply for those investments that do not qualify as joint ventures.

Pushdown Accounting
.171 FASB ASU No. 2014-17 was issued in November 2014 and is effective
as of November 18, 2014. It applies to all business- and NFP-acquired entities
and their subsidiaries whether they are public or nonpublic.
.172 This ASU permits an acquired entity to elect to apply pushdown
accounting in its separate financial statements upon occurrence of an event
in which an acquirer obtains control of the acquired entity. After the effective
date, an acquired entity can make an election to apply the guidance to future
change-in-control events or to its most recent change-in-control event.
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.173 The threshold for applying pushdown accounting is consistent with
the threshold for change-in-control events in FASB ASC 805 and FASB ASC
810, Consolidation. An acquired entity may elect to apply pushdown accounting
for each individual change-in-control event. If pushdown accounting is elected
for an individual change-in-control event, that election is irrevocable. If pushdown accounting is not applied in the reporting period in which the changein-control event occurs, an acquired entity will still have the option to elect
to apply pushdown accounting in a subsequent reporting period to the most
recent change-in-control event. An election to apply pushdown accounting in a
reporting period after the reporting period in which the change-in-control event
occurred should be considered a change in accounting principle in accordance
with FASB ASC 250.
.174 An acquired entity electing to apply pushdown accounting would
reflect in its separate financial statements the new basis of accounting established by the acquirer for the individual assets and liabilities of the acquired
entity. Any goodwill resulting from the acquisition would be recognized in
the separate financial statements of the acquired entity, but the acquired entity would not recognize a bargain purchase gain in its separate statement
of activities. Instead, any bargain purchase gain should be recognized as an
adjustment to net assets of the acquired entity (or additional paid-in capital
for a for-profit company). Any acquisition-related debt incurred by the acquirer
should be recognized by the acquired entity only if other standards (for example, the guidance on obligations from joint and several liability arrangements)
require the debt to be recognized by the acquired entity. FASB ASU No. 201417 requires disclosures that enable financial statement users to evaluate the
effect of pushdown accounting on the current reporting period.

Going Concern
.175 Certain HCEs could face a variety of financial and operational challenges associated with the economic and industry developments noted in this
alert. Examples of such developments include increased competition, industry
consolidation, payment methodology changes, federal payment cuts, and increased regulatory scrutiny. These or other underlying issues could result in
uncertainties about the entities' ability to continue as a going concern.
.176 Management and auditors should assess HCEs' ability to continue
as a going concern using standards and guidance that include the following:

r
r
r
r

FASB ASU No. 2014-15, Presentation of Financial Statements—
Going Concern (Subtopic 205-40): Disclosure of Uncertainties
about an Entity's Ability to Continue as a Going Concern3
GASB Statement No. 56, Codification of Accounting and Financial Reporting Guidance Contained in the AICPA Statements on
Auditing Standards
AU-C section 570, The Auditor's Consideration of an Entity's Ability to Continue as a Going Concern (AICPA, Professional Standards)
AU section 341, The Auditor's Consideration of an Entity's Ability
to Continue as a Going Concern (AICPA, PCAOB Standards and
Related Rules, Interim Standards)

3
Applicable to all nongovernmental entities for the first annual period ending after December
15, 2016, and for annual periods and interim periods thereafter; early application is permitted.
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Staff Audit Practice Alert No. 13, Matters Related to the Auditor's Consideration of a Company's Ability to Continue as a Going
Concern (AICPA, PCAOB Standards and Related Rules, PCAOB
Staff Guidance sec. 400.13) issued by the PCAOB, which mentions
FASB ASU No. 2014-15 and that AU section 341 is currently undergoing review for revision
The Codification of Financial Reporting Policies, Section 607.02 issued by the SEC, which has guidance on disclosures that it expects
from an entity when an auditor's report includes an explanatory
paragraph that reflects substantial doubt about an entity's ability
to continue as a going concern for a reasonable period of time
Four AICPA interpretations in AU-C section 9570, The Auditor's
Consideration of an Entity's Ability to Continue as a Going Concern: Auditing Interpretations of AU-C Section 570 (AICPA, Professional Standards), covering the definition of substantial doubt,
the definition of reasonable period of time, interim financial statements, and disclosures and management's plan

.177 Financial statements are prepared under the going concern presumption unless and until an entity's liquidation is imminent. When liquidation is
imminent, an entity should apply the liquidation basis of accounting as described in FASB ASC 205-30. Even if an entity's liquidation is not imminent,
there may be conditions or events that raise substantial doubt about the entity's
ability to continue as a going concern for one year beyond the financial statement issuance date. In those situations, financial statements should continue
to be prepared under the going concern presumption and disclose information
about the relevant conditions or events as described in FASB ASC 205-40.

Discontinued Operations
.178 The issuance of FASB ASU No. 2014-08, Presentation of Financial
Statements (Topic 205) and Property, Plant, and Equipment (Topic 360): Reporting Discontinued Operations and Disclosures of Disposals of Components
of an Entity, changes the criteria for reporting discontinued operations and
enhances disclosures.
The amendments in this ASU define discontinued operations as one of the
following:

r

A disposal of a component of an entity or a group of components of
an entity that represents a strategic shift that has (or will have) a
major effect on an entity's operations and financial results when
any of the following occurs:
— The component of an entity or a group of components of
an entity meets the criteria in paragraph 1E of FASB
ASC 205-20-45 to be classified as held for sale.
— The component of an entity or a group of components of
an entity is disposed of by sale.
— The component of an entity or a group of components of
an entity is disposed of other than by sale (for example, by
abandonment or in a distribution to owners in a spinoff).
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A business or an NFP activity that, on acquisition, meets the
criteria to be classified as held-for-sale.

The amendments in this ASU require additional disclosures for discontinued
operations and new disclosures for individually material disposal transactions
that do not meet the definition of a discontinued operation.
The amendments in this ASU affect an entity that has either of the following:

r
r

A component of an entity that is either disposed of or meets the
criteria in paragraph 1E of FASB ASC 205-20-45 to be classified
as held for sale
A business or an NFP activity that, on acquisition, meets the
criteria in paragraph 1E of FASB ASC 205-20-45 to be classified
as held for sale

.179 A public business entity or an NFP that has issued, or is a conduit
bond obligor for, securities that are traded, listed, or quoted on an exchange or
an over-the-counter market should apply the amendments in this ASU prospectively to both of the following:

r
r

All disposals (or classifications as held for sale) of components of
an entity that occur within annual periods beginning on or after
December 15, 2014, and interim periods within those years.
All businesses or NFP activities that, on acquisition, are classified
as held for sale that occur within annual periods beginning on or
after December 15, 2014, and interim periods within those years.

.180 All other entities should apply the amendments in this ASU prospectively to both of the following:

r
r

All disposals (or classifications as held for sale) of components of
an entity that occur within annual periods beginning on or after
December 15, 2014, and interim periods within annual periods
beginning on or after December 15, 2015.
All businesses or NFP activities that, on acquisition, are classified
as held for sale that occur within annual periods beginning on
or after December 15, 2014, and interim periods within annual
periods beginning on or after December 15, 2015.

.181 An entity should not apply the amendments in this ASU to a component of an entity, or a business or an NFP activity that is classified as held for
sale before the effective date even if the component of an entity, a business, or
an NFP activity is disposed of after the effective date. Early adoption is permitted, but only for disposals (or classifications as held for sale) that have not been
reported in financial statements previously issued or available for issuance.

Investment Policy for Investment Valuation Based on Subsequent
Information Affecting Share Prices
.182 The need for an investment cutoff policy stems from the valuation
of Fannie Mae and Freddie Mac stock, which was affected significantly by a
court ruling in a case related to the sweep of earnings to the U.S. Treasury.
The decision was made on September 30, 2014, and resulted in a significant
decrease in stock value between the closing price on September 30 and the
opening price on October 1. This affected several entities' net asset value.
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.183 HCEs should establish, and consistently apply going forward, one of
two policies to identify post-close events that may have a material effect on fair
value measurements as follows:

r
r

Determine a cutoff point after which no subsequent information
will affect the investment valuation. However, the subsequent
event may require disclosure in the financial statements in accordance with FASB ASC 855-10-50-2 to keep the financial statements from being misleading.
Consider activity occurring after market close. This is supported
by FASB ASC 820-10-35-41, which contains guidance that while
post-market close activity may be considered in measuring fair
value, those fair value measurements are categorized within a
lower level of the fair value hierarchy.

Fair Value Measurements of Alternative Investments
FASB Guidance
.184 FASB issued ASU No. 2015-07, Fair Value Measurement (Topic 820):
Disclosures for Investments in Certain Entities That Calculate Net Asset Value
per Share (or Its Equivalent) (a consensus of the Emerging Issues Task Force),
which eliminates the requirement to categorize investments measured using
the net asset value (NAV) practical expedient in the fair value hierarchy table.
FASB ASU No. 2015-07 addresses the diversity in practice that exists today
related to how these investments are categorized. Today, HCEs categorize
certain alternative investments using NAV in level 2 or level 3 of the hierarchy
table based on whether the investments can be redeemed in the "near term."
.185 In accordance with FASB ASU No. 2015-07, HCEs will be required
to disclose the fair values of alternative investments measured using NAV
so that financial statement users can reconcile amounts reported in the fair
value hierarchy table and the amounts reported on the balance sheet. HCEs
will continue to disclose information to help users understand the nature and
risks of investments measured using the NAV practical expedient, including
whether it is probable that these investments will be sold at amounts other
than NAV. These disclosures will also include a general description of the
terms and conditions upon which the entity can redeem the investments. These
disclosures will be limited only to investments an entity has measured using
the NAV practical expedient.
.186 The new guidance is effective for public business entities for fiscal
years beginning after December 15, 2015, and interim periods within those
fiscal years. For entities other than public business entities, the guidance will
be effective for fiscal years beginning after December 15, 2016, and interim
periods within those years. Early adoption is permitted.

GASB Guidance
.187 GASB issued Statement No. 72, Fair Value Measurement and Application, which amends the definitions of fair value used throughout GASB
literature to be consistent with the definition and principles provided in FASB
ASC 820, Fair Value Measurement. Statement No. 72 expands the use of fair
value measurement to nearly all investments, including alternative investments, which historically have been reported using either the cost or equity
method of accounting.
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.188 GASB Statement No. 72 also mirrors FASB ASC 820's use of the
NAV practical expedient for certain investments that do not have readily determinable fair value. Similarly to FASB ASU No. 2015-07, GASB Statement
No. 72 requires governmental HCEs to disclose information that helps users
of its financial statements to understand the nature and risks of alternative
investments and whether these investments are likely to be sold at amounts
different from the NAV per share (or its equivalent). The level of the fair value
hierarchy is not required for investments measured at NAV per share.
.189 Although the GASB standard closely aligns with FASB concepts, the
new guidance differs in some respects. Therefore, governmental HCEs should
become familiar with (and ensure compliance with) the fair value principles as
specifically articulated in Statement No. 72.
.190 Statement No. 72 will be effective for reporting periods beginning
after June 15, 2015, with earlier application encouraged. Most of the standard's changes require retrospective application; however, if restatement of all
prior periods is not practical, the cumulative effect should be reported as a
restatement of beginning net position for the earliest period presented.

Governmental Pensions and Other Postemployment Benefits
.191 GASB Statement No. 68, Accounting and Financial Reporting for
Pensions—an Amendment of GASB Statement No. 27, revises and establishes
new accounting and financial reporting requirements for most government
entities whose employees receive pension benefits.
.192 GASB Statement No. 68 and GASB Statement No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date—an amendment of GASB Statement No. 68, introduce major changes in the calculation
and reporting of pension obligations and expenses, including the following:

r
r
r
r
r
r

Reporting the net pension liability in the government-wide financial statements
Measuring pension liabilities
Using different discount rates for the portion of pension liability
when plan fiduciary net position is expected to pay benefits as
they come due
Recognizing interest on the total pension liability as a currentperiod expense
Deferring the differences between actual and expected investment
returns
Changing the financial presentation and disclosures related to
employer and pension plan financial reports

.193 Auditors of governmental HCEs that provide pension benefits to
their employees should be aware that the recently released 2015 edition of the
AICPA Audit and Accounting Guide State and Local Governments includes a
comprehensive new chapter that addresses the accounting and financial reporting requirements under GASB's new pension standards, as well as related
auditing considerations for both audits of governmental pension plans and the
employers that participate in those plans.
.194 GASB also issued Statement No. 73, Accounting and Financial Reporting for Pensions and Related Assets That Are Not within the Scope of GASB
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Statement 68, and Amendments to Certain Provisions of GASB Statements 67
and 68, and GASB Statement No. 75, Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions.
.195 For more details on the challenges and best practices related to the
implementation of GASB standards, refer to the AICPA Audit Risk Alert State
and Local Governments—2015/16. It contains articles related to governmental
pensions and other postemployment benefits.

Mortality Tables
.196 In October 2014, new mortality tables and scales were released by
the American Society of Actuaries that reflect improvements in mortality based
on recent historical data and trends. These new tables are called the RP-2014
Mortality Tables and were developed based on data from uninsured private
retirement plans between 2004 and 2008. The new scales are called the MP2014 Mortality Scales and are used in combination with the base tables to
project future mortality improvements beyond data used in the base tables.
These new mortality tables and scales are generally intended to supersede the
RP-2000 mortality tables and their associated mortality improvement scales,
Scale AA, GAM-94, UP-94, and so on.
.197 While the RP-2014 tables are based on actual data, the MP-2014
scales are based on projections of mortality improvements from this base year
data to the valuation date and for continued improvement beyond the valuation
date. The rates of improvement assumed by MP-2014 are heavily influenced
by a recent period of substantial improvement in the early 2000s. However,
more recently published Social Security Administration (SSA) data available
through 2010 generally shows a lower rate of improvement for 2008 to 2010
than what was assumed by MP-2014. Over the past century, mortality rates
have improved but this improvement has not been steady and has generally
occurred in surges.
.198 As such, many actuarial firms have developed modifications to the
RP-2014 tables and the MP-2014 scales, especially because an HCE's pension
or post-retirement plan typically lacks credible data (fewer than 10,000 plan
participants). For the most part, modifications made by actuaries have backedout projections that are embedded in the RP-2014 tables and MP-2014 scales
from 2007 to 2014 and replaced with SSA data. These actuaries have also
shortened the estimated time period of the improvement (from 20 years to 10
years). In certain instances, some actuarial firms have even concluded that RP2000, Scale BB may still be appropriate. Many of these modifications may be
reasonable and should be considered on a case-by-case basis given the HCEs'
demographics, industry, geography, workforce (white collar versus blue collar,
unions), payment options (availability of lump sums) and experience.
.199 Governmental and nongovernmental HCEs should consider the specific requirements of U.S. GAAP, which require the use of a mortality assumption that reflects the best estimate of future performance in the support and
calculation of pension plan liabilities. Unless support can be obtained for the
selection and use of alternative tables, the auditor should consider using the
RP-2014 tables and MP-2014 scales. In addition, management of HCEs should
(1) understand and evaluate the reasonableness of the mortality assumption
chosen, even when assisted by an actuary acting as a management's specialist
and (2) document its evaluation and the basis for the mortality tables and scales
it has selected. The mortality assumptions, tables, and scales used in the past
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(RP-2000, Scale AA, IRS tables, and so on) are generally no longer appropriate
based on the extensive analysis performed in developing the RP-2014 tables
and MP-2014 scales.
.200 As always, auditors are required to (1) evaluate the competence,
capabilities, and objectivity of a management's specialist; (2) obtain an understanding of the work of a specialist; and (3) evaluate the appropriateness of that
specialist's work as audit evidence for the relevant assertion. Auditors should
also evaluate the relevance and reasonableness of significant assumptions and
methods used by that specialist.
.201 Note that the AICPA has issued Q&A section 3700.01, "Effect of New
Mortality Tables on Nongovernmental Employee Benefit Plans (EBPs) and
Nongovernmental Entities That Sponsor EBPs" (AICPA, Technical Questions
and Answers).

HUD Reporting Requirement for Health Care Facilities Financed
Under the 232 Program
.202 Beginning in 2015, the U.S. Department of Housing and Urban Development (HUD) began requiring operators of health care facilities financed
under Section 232 of the National Housing Act ("Section 232 Program") to file,
on a quarterly basis, financial reports relating to facility operations. For the
great majority of Section 232 projects (that are on a fiscal year of January 1
to December 31), this reporting requirement began with the first quarter of
calendar year 2015. For these projects, the first quarter financials were due at
the end of May 2015 (60 days from the first quarter end). Operators of health
care facilities with Section 232 financing are required to submit quarterly
information including their income statement and balance sheet in a year-todate format. It is important that this information be provided at the facility
operations level; therefore, in a master lease (or another portfolio) scenario, the
information provided must be for the facility operations only, and not for the
other levels of the organization's structure above the facility. Quarterly reports
must be submitted no later than 60 days after the end of the period covered,
except for reports relating to the final quarter of each year. Those reports need
to be submitted no later than 90 days after fiscal year end. For further related
information, refer to the following website: http://portal.hud.gov/hudportal/
HUD?src=/federal housing administration/healthcare facilities/residential
care/Operator Financial Stmt.

Uniform Guidance Federal Awards
.203 On December 26, 2013, the Office of Management and Budget (OMB)
issued Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards, (Uniform Guidance) that establishes uniform cost principles and
audit requirements for federal awards to nonfederal entities and administrative requirements for all federal grants and cooperative agreements. The stated
goal of this reform is to streamline guidance for federal awards while easing
administrative burden and to strengthen oversight over more than $500 billion
in federal funds expended annually.
.204 The Uniform Guidance supersedes guidance in eight circulars (A21, A-87, A-110, A-122, A-89, A-102, A-133, and A-50); the Uniform Guidance
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also revises and consolidates the guidance found in those superseded circulars. Combining these various circulars and requirements necessitated revising
terms and definitions when applicable.
.205 The guidance for a variety of areas and types of entities is now included in the Uniform Guidance. Certain definitions, cost principles, administrative, and other requirements are a consolidation of the superseded guidance
from the various circulars. Therefore, it is important to carefully analyze the
Uniform Guidance to determine how this consolidation of guidance has changed
the requirements as it relates to a particular audit engagement.

Hospital Cost Principles
.206 Appendix IX, "Hospital Cost Principles," of the Uniform Guidance
states that OMB proposes to establish a review process to consider existing
hospital cost determination and how best to update and align the cost determinations with the cost principle guidance in the Uniform Guidance. Until the
revised guidance is implemented for hospitals, the existing principles at 45
CFR part 74 appendix E, "Principles for Determining Cost Applicable to Research and Development Under Grants and Contracts with Hospitals," remain
in effect.
.207 It is important to note that the hospital cost principles were not superseded by the Uniform Guidance. Hospitals subject to the Uniform Guidance
are required to comply with the requirements and guidance of the Uniform
Guidance other than the cost principles.

Agency Implementation
.208 On December 19, 2014, a joint interim final rule was issued containing the implementing regulations of all federal awarding agencies. Those
regulations were effective on December 26, 2014. That document notes that
some agencies received OMB approval for exceptions to the standard Uniform
Guidance regulations. OMB states that it has approved exceptions only when
they are consistent with existing policies of the agency.
.209 The joint interim final rule also includes technical corrections made
to the Uniform Guidance. The technical corrections include revisions due to
errors, unclear language, or language in the final guidance not matching the
intent of the guidance. One item of note is that the effective date or applicability
date of the procurement standards was revised to allow a grace period of one
fiscal year for nonfederal entities to implement changes to their procurement
policies and procedures in accordance with the revised procurement standards.

Effective Date of the Uniform Guidance
.210 Federal Agencies. Under the Uniform Guidance, federal agencies
were required to adopt, in unison, revised agency regulations that implement
the Uniform Guidance. As expected, a joint interim final rule was issued in
December 2014 whereby all federal agencies adopted the revisions in unison to
be effective on December 26, 2014.
.211 Nonfederal Entities. The Uniform Guidance defines nonfederal entity
as a state government, local government, an Indian tribe, institution of higher
education, or a not-for-profit organization that carries out a federal award as
a recipient or subrecipient. Nonfederal entities are required to implement the
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Uniform Guidance administrative requirements and cost principles for all new
federal awards and to funding increments with modified awards terms and
conditions made on or after December 26, 2014.

Audit Requirements
.212 The audit requirements found in the Uniform Guidance are effective
for fiscal years beginning on or after December 26, 2014. This means the first
year-ends subject to a compliance audit under the Uniform Guidance are those
ending on or after December 25, 2015. Early implementation is not permitted.

Impact of the Effective Date of the Administrative Requirements and
Cost Principles
.213 The effective date of the Uniform Guidance administrative requirements and cost principles will have a big impact on audits performed in 2015
and beyond. This is because any new federal awards and funding increments
in which the terms and conditions of the award were modified, issued on or
after December 26, 2014, are subject to the Uniform Guidance administrative requirements and cost principles. Federal awards and funding increments
received prior to that date (and funding increments made after the Uniform
Guidance effective date that had no modifications to award terms and conditions) continue to be subject to the administrative requirements and cost
principle circulars.

What Does This Mean to the Auditor?
.214 While the audit requirements of the Uniform Guidance have a later
effective date, auditors are impacted immediately by the December 26, 2014,
effective date of the administrative requirements and cost principles for nonfederal entities. In summary, auditors should be aware that auditees may have
federal awards that are subject to the administrative requirements and cost
principles circulars and other awards subject to the Uniform Guidance administrative requirements and cost principles in any audit going forward that
contains awards received on or after December 26, 2014. Whether or not the
audit is performed under Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations, or the Uniform Guidance has no impact on this.
This situation will continue until all pre-Uniform Guidance federal awards
have been expended.
.215 The result is that auditors may be required to perform compliance
testing under both sets of criteria, as determined by the date of the federal
award. It is essential that awards subject to the Uniform Guidance requirements be identified early in the planning process. A system for identifying
transactions subject to the Uniform Guidance requirements is needed so that
a sample clearly identifies which guidance a particular transaction is being
tested against.

Resources

OMB Resources
.216 The Uniform Guidance and related technical corrections and other
resources, including a frequently asked questions (FAQ) document can be found
on the Council on Financial Assistance Reform (COFAR) website at https://cfo
.gov/COFAR/. Among those resources are links to the guidance itself, an FAQ
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document, crosswalk documents, and comparisons to preceding guidance. Of
particular note are the resources available to identify the agency exceptions
in the implementing guidance. Auditors can find a listing and the text of
the exceptions in a document titled "Uniform Guidance Crosswalk for Federal Agency Exceptions and Additions" at https://cfo.gov/wp-content/uploads/
2014/12/Agency-Exceptions.pdf. Appendix VII, "Other Audit Advisories," of the
2015 OMB Compliance Supplement, also includes a summarized listing (by organization) of the affected sections.

AICPA Resources
.217 The awarding, receiving, and auditing of federal assistance are complex and demanding—even in this new streamlined, consolidated form. The
key to successfully implementing the new rules is knowing the provisions that
apply to your specific type of organization and your situation. The AICPA Governmental Audit Quality Center provides additional tools and resources on its
webpage at www.aicpa.org.
Other resources are as follows:

r
r
r
r

Self-study and group study courses
Periodic webcasts
2015 Audit Guide Government Auditing Standards and Single
Audits
Audit Risk Alert Government Auditing Standards and Single Audit Developments

Auditing Related Parties
.218 Fraudulent financial reporting and asset misappropriations can arise
when related party transactions occur. Errors arising from complex measurement and recognition issues can also occur due to related party transactions.
The most common types of related party transactions that exist are sales to
related parties, purchases from related parties, loans to or from related parties,
and investments in related parties. Auditing standards for auditors of both public companies and nonpublic entities contain requirements for auditing related
parties.
.219 For audits of public companies, there are new requirements in Auditing Standard No. 18, Related Parties (AICPA, PCAOB Standards and Related
Rules, Auditing Standards). These amendments were issued through PCAOB
Docket No. 38, Auditing Standard on Related Parties and Related Amendments
to PCAOB Auditing Standards. For nonpublic entities, the requirements in Auditing Standard No. 18 are not new and have resided in AU-C section 550, Related Parties (AICPA, Professional Standards), since the standard was issued
in 2011. Refer to paragraph .235 for a summary of auditor requirements.

Auditors of Public Companies
.220 Auditing Standard No. 18 supersedes AU section 334, Related Parties
(AICPA, PCAOB Standards and Related Rules, Interim Standards). Auditing
Standard No. 18 and related amendments were approved by the SEC on October 21, 2014, and were previously adopted by the PCAOB in June 2014. It is
effective for audits of financial statements for fiscal years beginning on or after
December 15, 2014, including reviews of interim financial information within
these fiscal years.
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.221 For auditors of public companies, Auditing Standard No. 18 and
related amendments are meant to strengthen auditor performance with respect
to three critical areas that were considered to have been, and continue to be,
contributing factors in numerous financial reporting frauds. These areas are
the company's

r
r
r

related party transactions;
significant unusual transactions outside the ordinary course of
business for the company or that otherwise appear to be unusual
due to their timing, size, or nature; and
financial relationships and transactions with its executive officers.

The PCAOB release adopting Auditing Standard No. 18 and related amendments can be accessed online at http://pcaobus.org/Rules/Rulemaking/Docket038/
Release 2014 002 Related Parties.pdf.
.222 The following summarizes the more significant new requirements
included within Auditing Standard No. 18.

Alignment With the Risk Assessment Standards
.223 Auditing Standard No. 18 is designed to align and build upon the
PCAOB's risk assessment standards that were adopted in 2010. The new procedures, which include obtaining an understanding of the company's relationships and transactions with its related parties, are intended to be performed in
conjunction with the procedures performed during the risk assessment process.

Inquiries of Management
.224 In obtaining an understanding of the client's related party relationships and transactions, in addition to the procedures auditors are currently
required to perform, Auditing Standard No. 18 now requires specific inquiry of
management about

r
r
r
r

background information concerning the related parties (for example, the physical location, industry, size, and extent of operations);
the business purpose for entering into a transaction with a related
party versus an unrelated party;
the related party transactions (if any) that have not been authorized and approved in accordance with the entity's established
policies or procedures regarding the authorization and approval
of transactions with related parties; and
the related party transactions (if any) for which exceptions to the
entity's established policies or procedures were granted and the
reasons for granting such exceptions.

.225 Additionally, auditors are required to identify others within the entity to whom inquiries are to be directed, and determine the extent of such
inquiries, by considering whether such individuals are likely to have knowledge regarding

r
r
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©2015, AICPA

r

45

Health Care Industry Developments—2015/16

the existence of related parties or relationships or transactions
with related parties previously undisclosed to us.

Examples of others within the company who may have such knowledge include

r
r
r
r
r

personnel in a position to initiate, process, or record transactions
with related parties and those who supervise or monitor such
personnel;
internal auditors;
in-house legal counsel;
the chief compliance or ethics officer or person in an equivalent
position; and
the human resources director or person in an equivalent position.

Audit Committee Inquiries
.226 With respect to inquiries directed to audit committees, auditors are
required to (1) ask about the audit committee's understanding of the entity's
relationships and transactions with related parties that are significant to the
entity as well as (2) as about whether any member of the audit committee has
concerns regarding related parties and, if so, the substance of those concerns.

Identifying, Assessing, and Responding to Risks of Material
Misstatement
.227 As part of identifying and assessing the risks of material misstatement at the financial statement and assertion level, Auditing Standard No.
18 requires auditors to assess whether the company has properly identified,
accounted for, and disclosed its related parties and relationships and transactions with related parties and determined whether such risks of material
misstatement are significant. Moreover, Auditing Standard No. 18 requires
the auditor to read the underlying contracts or agreements for each related
party transaction that is either required to be disclosed in the financial statements or determined to be a significant risk. This differs from current practice,
whereby the auditor inspects the underlying contract or agreement. Furthermore, Auditing Standard No. 18 has expanded the population of transactions
on which procedures are required to be performed from "identified significant
related party transactions outside the entity's normal course of business" to
"each related party transaction that is required to be disclosed or represents
a significant risk." However, Auditing Standard No. 18 provides some relief
in that if the applicable financial reporting framework allows for the aggregation of similar related party transactions for disclosure purposes, the auditor
may perform the specified procedures for only a selection of transactions from
each aggregation of related party transactions, commensurate with the risk of
material misstatement.

Communication With Audit Committees
.228 Communications with the audit committee have been enhanced to
require communication of certain matters regarding related parties—including
the auditor's evaluation of the company's identification of, accounting for, and
disclosure of its relationships and transactions with related parties. Communication of other significant matters arising from the audit is also required, and
includes
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the identification of related parties or relationships or transactions with related parties that were previously undisclosed to the
auditor;
the identification of significant related party transactions that
have not been authorized or approved in accordance with the company's established policies or procedures;
the identification of significant related party transactions for
which exceptions to the company's established policies or procedures were granted;
the inclusion of a statement in the financial statements that a
transaction with a related party was conducted in an arm's-length
transaction and the evidence obtained by the auditor to support
or contradict such an assertion; and
the identification of significant related party transactions that
appears to the auditor to lack a business purpose.

Consistent with the objective of Auditing Standard No. 16, Communications
with Audit Committees, these communications are required to be made in a
timely manner.

Amendments to Certain PCAOB Auditing Standards Regarding
Significant Unusual Transactions
.229 The amendments regarding significant unusual transactions revise AU section 316, Consideration of Fraud in a Financial Statement Audit (AICPA, PCAOB Standards and Related Rules, Interim Standards), and
strengthen the requirements for the identification and evaluation of significant
unusual transactions. These amendments require the auditor to (1) perform
procedures to identify significant unusual transactions, (2) perform procedures
to obtain an understanding of, and evaluate, the business purpose (or lack
thereof) of identified significant unusual transactions, and (3) consider certain
factors in evaluating whether significant unusual transactions may have been
entered into to engage in fraudulent reporting or conceal misappropriation of
assets.

Financial Relationships and Transactions With Executive Officers
.230 The amendments to existing standards regarding financial relationships and transactions with executive officers require the auditor to perform
procedures to obtain an understanding of the company's financial relationships
and transactions with its executive officers. Such amendments are intended to
increase the auditor's attention on incentives or pressures for the company
to achieve a particular financial position or operating result. These enhancements address the potential influence a company's executive officers may exert
over the company's accounting and financial statement presentation. While
this new focus represents an important risk assessment consideration, it is
not intended to be an assessment of the appropriateness or reasonableness of
executive compensation arrangements.

Auditors of Nonpublic Companies
.231 As stated in paragraph .223 the requirements and guidance in AU-C
section 550, Related Parties (AICPA, Professional Standards), apply for auditors of nonpublic companies. Specifically, the auditor is required to perform the
following requirements:
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a. Risk assessment procedures and related activities (paragraphs .12–
.18 of AU-C section 550), including
i. obtaining an understanding of the entity's related party
relationships and transactions (paragraphs .13–.15 of AUC section 550),
ii. maintaining alertness for related party information while
reviewing records or documents (paragraphs .16–.17 of
AU-C section 550), and
iii. sharing related party information with the engagement
team (paragraph .18 of AU-C section 550).
b. Identification and assessment of the risks of material misstatement associated with related party relationships and transactions
(paragraphs .19–.20 of AU-C section 550)
c. Responses to the risks of material misstatement associated with
related party relationships and transactions (paragraphs .21–.25
of AU-C section 550), including
i. identification of previously unidentified or undisclosed
related parties or significant related party transactions
(paragraphs .22–.23 of AU-C section 550),
ii. identified significant related party transactions outside
the entity's normal course of business (paragraph .24 of
AU-C section 550), and
iii. assertions that related party transactions were conducted
on terms equivalent to those prevailing in an arm's length
transaction (paragraph .25 of AU-C section 550).
d. Evaluation of the accounting for, and disclosure of, identified related party relationships and transactions (paragraph .26 of AU-C
section 550)
e. Communication with those charged with governance (paragraph
.27 of AU-C section 550)
f. Documentation (paragraph .28 of AU-C section 550)
.232 AU-C section 550 is effective for audits of financial statements for
periods ending on or after December 15, 2012. In February 2014, AU-C section
550 was amended by Statement on Auditing Standards (SAS) No. 128, Using
the Work of Internal Auditors (AICPA, Professional Standards, AU-C sec. 610),
to, in essence, replace "internal audit" or "internal auditors" references with
"the internal audit function."
.233 SAS No. 128 addresses the external auditor's responsibilities if using
the work of internal auditors. Using the work of internal auditors includes (a)
using the work of the internal audit function in obtaining audit evidence and
(b) using internal auditors to provide direct assistance under the direction,
supervision, and review of the external auditor.
SAS No. 128 is effective for audits of financial statements for periods ending
on or after December 15, 2014.
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Recent Pronouncements at a Glance
Recent Auditing and Attestation Pronouncements and Guidance
.234 The following table presents a list of recently issued audit and attestation pronouncements and related guidance.
Recent Auditing and Attestation Pronouncements
and Related Guidance
Interpretation No. 1
"Definition of Substantial Doubt About an
Issue Date: January 2015 Entity's Ability to Continue as a Going Concern"
of AU-C section 570, The Auditor's
Consideration of an Entity's Ability to Continue
as a Going Concern (AICPA, Professional
Standards, AU-C sec. 9570 par. .01–.02)
Interpretation No. 2
"Definition of a Reasonable Period of Time" of
Issue Date: January 2015 AU-C section 570 (AICPA, Professional
Standards, AU-C sec. 9570 par. .03.–.05)
Interpretation No. 3
"Interim Financial Information" of AU-C
Issue Date: January 2015 section 570 (AU-C sec. 9570 par. .06–.08)
Interpretation No. 4
"Consideration of Financial Statement Effects"
Issue Date: January 2015 of AU-C section 570 (AICPA, Professional
Standards, AU-C sec. 9570 par. .09–.10)
Attestation
Interpretation No. 1
Issue Date: February
2015

"Third-Party Due Diligence Services Related to
Asset-Backed Securitizations: SEC Release No.
34-72936," of AT section 201, Agreed-Upon
Procedures Engagements (AICPA, Professional
Standards, AT sec. 9201 par. .01-.19)
This interpretation provides guidance for when
certain AUP engagements performed are
considered "due-diligence services" as defined in
SEC release No. 34-72936, including
information about the distribution of findings
and procedures and information about using
prescribed forms that may require revisions to
wording.

Recent Accounting and Financial Reporting Guidance
.235 The following table presents, by codification area, a list of recently
issued ASUs through the issuance of ASU No. 2015-15. However, this table
does not include ASUs that are SEC updates or that are technical corrections to
various topics. FASB ASC does include SEC content to improve the usefulness
of FASB ASC for public companies, but content labeled as "SEC staff guidance"
does not constitute rules or interpretations of the SEC, nor does such guidance
bear official SEC approval.
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Recent Accounting Standards Updates
Presentation Area of FASB ASC
FASB ASU No. 2015-01 Income Statement—Extraordinary and Unusual
(January 2015)
Items (Subtopic 225-20): Simplifying Income
Statement Presentation by Eliminating the
Concept of Extraordinary Items
FASB ASU No. 2015-06 Earnings Per Share (Topic 260): Effects on
(May 2015)
Historical Earnings per Unit of Master Limited
Partnership Dropdown Transactions (a consensus
of the Emerging Issues Task Force)
Assets Area of FASB ASC
FASB ASU No. 2015-05 Intangibles—Goodwill and Other—Internal-Use
(April 2015)
Software (Subtopic 350-40): Customer's
Accounting for Fees Paid in a Cloud Computing
Arrangement
FASB ASU No. 2015-11 Inventory (Topic 330): Simplifying the
(July 2015)
Measurement of Inventory
Revenues Area of FASB ASC
FASB ASU No. 2015-14 Revenue from Contracts with Customers (Topic
(August 2015)
606): Deferral of the Effective Date
Expenses Area of FASB ASC
FSAB ASU No. 2015-04 Compensation—Retirement Benefits (Topic 715):
(April 2015)
Practical Expedient for the Measurement Date of
an Employer's Defined Benefit Obligation and
Plan Assets
Broad Transactions Area of FASB ASC
FASB ASU No. 2014-16 Derivatives and Hedging (Topic 815):
(November 2014)
Determining Whether the Host Contract in a
Hybrid Financial Instrument Issued in the Form
of a Share Is More Akin to Debt or to Equity (a
consensus of the FASB Emerging Issues Task
Force)
FASB ASU No. 2014-17 Business Combinations (Topic 805): Pushdown
(November 2014)
Accounting (a consensus of the FASB Emerging
Issues Task Force)
ASU No. 2014-18
(December 2014)

Business Combinations (Topic 805): Accounting
for Identifiable Intangible Assets in a Business
Combination (a consensus of the Private Company
Council)

FASB ASU No. 2015-02 Consolidation (Topic 810): Amendments to the
(February 2015)
Consolidation Analysis
(continued)
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Recent Accounting Standards Updates—continued
FASB ASU No. 2015-03 Interest—Imputation of Interest (Subtopic
(April 2015)
835-30): Simplifying the Presentation of Debt
Issuance Costs
FASB ASU No. 2015-07 Fair Value Measurement (Topic 820): Disclosures
(May 2015)
for Investments in Certain Entities That Calculate
Net Asset Value per Share (or Its Equivalent) (a
consensus of the Emerging Issues Task Force)
FASB ASU No. 2015-13 Derivatives and Hedging (Topic 815): Application
(August 2015)
of the Normal Purchases and Normal Sales Scope
Exception to Certain Electricity Contracts within
Nodal Energy Markets (a consensus of the FASB
Emerging Issues Task Force)
FASB ASU No. 2015-15 Interest—Imputation of Interest (Subtopic
(August 2015)
835-30): Presentation and Subsequent
Measurement of Debt Issuance Costs Associated
with Line-of-Credit Arrangements—Amendments
to SEC Paragraphs Pursuant to Staff
Announcement at June 18, 2015 EITF Meeting
(SEC Update)
Industry Area of FASB ASC
ASU No. 2015-09
(May 2015)

Financial Services—Insurance (Topic 944):
Disclosures about Short-Duration Contracts

ASU No. 2015-12
(August 2015)

Plan Accounting: Defined Benefit Pension Plans
(Topic 960), Defined Contribution Pension Plans
(Topic 962), Health and Welfare Benefit Plans
(Topic 965): (Part I) Fully Benefit-Responsive
Investment Contracts, (Part II) Plan Investment
Disclosures, (Part III) Measurement Date
Practical Expedient (consensuses of the Emerging
Issues Task Force)

GASB Pronouncements
GASB Statement No.
72 (February 2015)

Fair Value Measurement and Application

GASB Statement No.
73 (June 2015)

Accounting and Financial Reporting for Pensions
and Related Assets That Are Not within the Scope
of GASB Statement 68, and Amendments to
Certain Provisions of GASB Statements 67 and 68

GASB Statement No.
74 (June 2015)

Financial Reporting for Postemployment Benefit
Plans Other Than Pension Plans

GASB Statement No.
75 (June 2015)

Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions
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GASB Pronouncements—continued
GASB Statement No.
76 (June 2015)

The Hierarchy of Generally Accepted Accounting
Principles for State and Local Governments

GASB Statement No.
77 (August 2015)

Tax Abatement Disclosures

On the Horizon
.236 Auditors should keep abreast of accounting developments and upcoming guidance that may affect their engagements. The following sections
present brief information about some ongoing projects that have particular
significance to HCEs. It is important to remember that exposure drafts are
nonauthoritative and cannot be used as a basis for changing existing standards.
.237 Many more accounting and auditing projects exist in addition to those
discussed in this alert. Readers should refer to the Audit Risk Alert General
Accounting and Auditing Developments—2015/16. See the "Resource Central"
section that follows for information on how to obtain this alert. The topics
include enhancing audit quality, going concern, fees paid in a cloud computing
arrangement, debt issuance costs, earnings per share, and independence and
ethics.
.238 Readers should also refer to information provided by the various
standard-setting bodies for further information. The following table lists the
various standard-setting bodies' websites from which readers may obtain information on outstanding exposure drafts, including downloading exposure
drafts. These websites contain in-depth information about proposed standards
and other projects in the pipeline.
Standard-Setting Body

Website

AICPA Auditing Standards Board

www.aicpa.org/Research/Standards/
AuditAttest/ASB/Pages/
AuditingStandardsBoard.aspx

Financial Accounting Standards
Board

www.fasb.org

Governmental Accounting Standards
Board

www.gasb.org

Professional Ethics Executive
Committee

www.aicpa.org/InterestAreas/
ProfessionalEthics/Pages/
ProfessionalEthics.aspx

Securities and Exchange Commission www.sec.gov

Current FASB Projects
.239 FASB has a variety of research and standard-setting projects currently underway. The description and status of each project are available at
www.fasb.org. Some of these projects that are of special interest to HCEs are
discussed in the following paragraphs.
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NFP Financial Reporting: Financial Statements
.240 The objective of this project is to reexamine existing standards for
financial statement presentation by NFPs, focusing on improving the following:

r
r

Net asset classification requirements
Information provided in financial statements and notes about liquidity, financial performance, and cash flows

.241 Some of the key tentative decisions reached by FASB on this project
include those related to the statement of functional expenses, operating measure, presentation of net asset classes, and cash flows. Note that these are
tentative, and not to be implemented yet. Refer to www.fasb.org for current
details and the issue of HCEs with a performance indicator.

Disclosures by Business Entities About Government Assistance
.242 The objective of this project is to develop disclosure requirements
about government assistance that improves the content, quality, and comparability of financial information and financial statements and that is responsive
to the emerging issues in the changing financial and economic environment in
which the reporting entities operate.

PCC Projects
.243 The PCC is currently working on the following projects:

r
r

PCC Issue No. 14-01, "Definition of a Public Business Entity
(Phase II)"
PCC Issue No. 15-01, "Preferability Assessment and Transition of
PCC Alternatives"

Other Projects
.244 Other projects include (1) accounting for financial instruments (classification and measurement, hedging, impairment), leases, goodwill, identifiable intangible assets in a business combination, intra-entity asset transfers
and balance sheet classification of deferred taxes, measurement period adjustments in a business combination, and employee share-based payments; (2)
revenue recognition; (3) simplification of balance sheet classification of debt
and equity method accounting; and (4) other disclosure projects.
.245 You can access more information on FASB projects, including a summary of decisions reached to date, at the FASB Technical Agenda page at
www.fasb.org.

Current GASB Projects
.246 GASB currently has a variety of projects in process, including the
following.
.247 Asset Retirement Obligations. The objective of this project is to develop requirements on recognition and measurement for asset retirement obligations (ARO), other than landfills. The achievement of this objective would
reduce inconsistency in current reporting and enhance comparability between
governments. The project also will improve the usefulness of information
for decisions and analysis of various users of external financial reports of

ARA-HCO .240

©2015, AICPA

53

Health Care Industry Developments—2015/16

governments by developing disclosure requirements for AROs. This project
is currently being deliberated.
.248 Blending Requirements for Certain Business-Type Activities. The objective of this project is to address issues related to inconsistent presentation of component units in financial reporting of governments engaged only in
business-type activities. The project's focus will include the needs of financial
statements users by considering what information is deemed essential to assess accountability, comparability, and transparency in these circumstances.
The exposure draft was issued in June 2015 and comments were due October
2015. A final statement is expected in the first quarter of 2016.
.249 Conceptual Framework—Recognition. The objective of this project is
to develop recognition criteria for whether information should be reported in
state and local governmental financial statements and when that information
should be reported. This project ultimately will lead to a Concepts Statement
on recognition of elements of financial statements. This project remains on the
GASB agenda; however, it is currently on hold status pending research about
the reexamination of the financial reporting model. The timing of this project
is projected into 2018.
.250 Fiduciary Responsibilities. The primary objective of this project is the
development of guidance regarding applying the fiduciary responsibility criterion in the decision on where and how governments should report fiduciary activities in their general purpose financial reports. Additionally, the project will
consider the need for additional guidance (1) to clarify the difference between
a private-purpose trust fund and an agency fund, (2) to determine whether a
business-type activity engaging in fiduciary activities should present fiduciary
fund financial statements, and (3) to introduce a requirement for a combining
statement of changes in assets and liabilities for agency funds. A preliminary
views was issued in November 2014 and comment letters are available on
GASB's website. This project is currently being deliberated. An exposure draft
is expected to be issued in December 2015.
.251 Financial Reporting Model. The objective of this project is to make
improvements to the financial reporting model, including Statement No. 34,
Basic Financial Statements—and Management's Discussion and Analysis—
for State and Local Governments, and the following reporting model-related
pronouncements:

r
r
r
r

Statement No. 35, Basic Financial Statements—and Management's Discussion and Analysis—for Public Colleges and Universities
Statement No. 37, Basic Financial Statements—and Management's Discussion and Analysis—for State and Local Governments: Omnibus, No. 41, Budgetary Comparison Schedules—
Perspective Differences
Statement No. 46, Net Assets Restricted by Enabling Legislation
Interpretation No. 6, Recognition and Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial Statements

The objective of these improvements is to enhance the effectiveness of the model
in providing information that is essential for decision-making and enhance the
ability to assess a government's accounting and address certain application
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issues, based upon the results of the pre-agenda research on the financial
reporting model. The board is reviewing the results of the pre-agenda research
and will be discussing a variety of issues. An invitation to comment may be
issued in late 2016.
.252 Lease Accounting—Reexamination of NCGA Statement 5 and GASB
Statement 13. The objective of this project is to reexamine issues associated
with lease accounting, considering improvements to existing guidance. Among
other issues, this project will consider whether the properties and obligations
under an operating lease (as currently defined) meet the definitions of assets
or liabilities from the lessee's perspective. Current guidance is provided by National Council on Governmental Accounting (NCGA) Statement 5, Accounting
and Financial Reporting Principles for Lease Agreements of State and Local
Governments, GASB Statement No. 62, and GASB Statement No. 65. GASB
Statement No. 62 incorporates the provisions of FASB Statement No. 13, Accounting for Leases, as amended and interpreted, into GASB's authoritative
literature. A preliminary view was issued in November 2014 and comment
letters are available on GASB's website. This project is currently being deliberated. An exposure draft is expected to be issued in early 2016.
.253 Irrevocable Split-Interest Agreements. The objective of this project is
to determine what accounting and financial reporting guidance, if any, should
be established for irrevocable split-interest agreements held for the benefit
of governmental entities. The exposure draft was issued in June 2015 and
comments were due in September 2015. A final statement is expected in the
first quarter of 2016.
.254 External Investment Pools. The objective of this project is to improve
financial reporting by certain external investment pools and their participants.
Improvement will be achieved by establishing specific criteria that permit external investment pools to determine consistently if all of their investments can
be measured for financial reporting purposes at amortized cost. The comment
period on the exposure draft concluded in August 2015. A final statement is
expected in the fourth quarter of 2015.
.255 Auditors and practitioners are encouraged to read GASB exposure
drafts for a more complete understanding of these projects. You can find GASB
exposure drafts at www.gasb.org/exp/index.html.

Comprehensive Implementation Guide Update
.256 GASB publishes updates to its Comprehensive Implementation Guide
(guide), generally on an annual basis. GASB Statement No. 76, The Hierarchy
of Generally Accepted Accounting Principles for State and Local Governments,
elevates the guide to Category B GAAP. Implementation Guide No. 2015-1
is available on pronouncements page of GASB's website and is effective for
reporting periods beginning after June 15, 2015.
Help Desk—You can order the Comprehensive Implementation Guide
through GASB's order department at 1.800.748.0659 or via its website at
www.gasb.org.
Additionally, you can get 24-7 online access to GASB guidance, along with
AICPA and FASB guidance, in AICPA's Online Professional Library. Visit
www.cpa2biz.com to learn more.
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Resource Central
.257 The following are various resources that practitioners engaged in the
health care industry may find beneficial.

Publications
.258 Practitioners may find the following publications useful. Choose the
format best for you—print, e-book, or online.

r
r
r
r
r
r
r
r
r
r

Audit and Accounting Guide Health Care Entities (2015) (product
no. AAGHCO15P [paperback], WHC-XX [online with the associated Audit Risk Alert], or AAGHCO15E [e-book])
Audit and Accounting Guide Not-for-Profit Entities (2015) (product no. AAGNFP15P [paperback], WNP-XX [online with the associated Audit Risk Alert], or AAGNFP15E [e-book])
Audit and Accounting Guide Government Auditing Standards and
Single Audits (2015) (product no. AAGGAS15P [paperback], WRFXX [online with the associated Audit Risk Alert], or AAGGAS15E
[e-book])
Audit and Accounting Guide State and Local Government (2015)
(product no. AAGSLG15P [paperback], WGG-XX [online with the
associated Audit Risk Alert], or AAGSLG15E [e-book])
Audit Guide Special Considerations in Auditing Financial Instruments (2014) (product no. AAGAFI14P [paperback], AAGAFIO
[online], or AAGAFI14E [e-book])
Audit Guide Audit Sampling (2014) (product no. AAGSAM14P
[paperback], AAGSAM14E [e-book], or WAS-XX [online])
Audit Risk Alert General Accounting and Auditing Developments—2015/16 (product no. ARAGEN15P [paperback], WGEXX [online], or ARAGEN15E [e-book])
Audit Risk Alert Understanding Revenue Recognition: Changes to
U.S. GAAP—AICPA Alert—2014 (product no. ARAREV14P [paperback], ARAREVO [online], or ARAREV14E [e-book]
Alert Independence and Ethics Developments—2014/2015 (product no. ARAIET14P [paperback], WIA-XX [online], or ARAIET14E
[e-book])
Audit and Accounting Manual (2015) (product no. AAMAAM15P
[paperback], WAM-XX [online])

Continuing Professional Education
Online CPE
.259 AICPA CPExpress, offered exclusively through www.CPA.com, is
the AICPA's flagship online learning product. Divided into one-credit and twocredit courses that are available 24 hours a day, 7 days a week, AICPA CPExpress offers hundreds of hours of learning in a wide variety of topics. Subscriptions are available at the CPExpress product page of www.cpa2biz.com. You
can also register for individual courses and learn more.
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Webcasts
.260 Stay plugged in to what is happening and earn continuing professional education (CPE) credit right from your desktop. AICPA webcasts are
high-quality, two-hour CPE programs that bring you the latest topics from the
profession's leading experts. Broadcast live, the webcasts allow you to interact
with the presenters and join in the discussion. If you cannot make the live event,
each webcast is archived and available on CD-ROM. For additional details
on available webcasts, please visit www.cpa2biz.com/AST/AICPA CPA2BIZ
Browse/Store/Webcasts.jsp.

Member Service Center
.261 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Operations Center at 1.888.777.7077.

Hotlines
Accounting and Auditing Technical Hotline
.262 Do you have a complex technical question about GAAP, other comprehensive bases of accounting, or other technical matters? If so, use the AICPA's
Accounting and Auditing Technical Hotline. AICPA staff will research your
question and call you back with an answer. The hotline is available from
9 a.m. to 8 p.m. ET on weekdays. You can reach the Technical Hotline at
1.877.242.7212 or online at www.aicpa.org/Research/TechnicalHotline/Pages/
TechnicalHotline.aspx. Members can also email questions to aahotline@aicpa
.org. Additionally, members can submit questions by completing a Technical
Inquiry form found on the same website.

Ethics Hotline
.263 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 1.888.777.7077 (press "6" and then "1" on your phone's keypad) or by email
at ethics@aicpa.org.

GAQC
.264 With all the quality issues being noted in governmental audits, your
CPA firm or state audit organization should consider joining the Governmental Audit Quality Center (GAQC). To enroll or learn more about the GAQC,
including details on the membership requirements and fees for membership,
go to www.aicpa.org/GAQC or email GAQC staff at GAQC@aicpa.org.

AICPA Online Professional Library: Accounting and Auditing
Literature
.265 The AICPA has created your core accounting and auditing library
online. The AICPA Online Professional Library is now customizable to suit
your preferences or your firm's needs. You can also sign up for access to the
entire library. Get access—anytime, anywhere—to FASB ASC, the AICPA's
latest Professional Standards, Technical Questions and Answers, Audit and
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Accounting Guides, Audit Risk Alerts, Best Practices in Presentation and Disclosure, and more. Visit www.cpa2biz.com to learn more about the subscription
options available and to subscribe to this essential online service for accounting
professionals.

Codified Clarity Standards
.266 The best way to obtain the codified clarity standards is with a subscription to AICPA Professional Standards in the AICPA Online Professional
Library. Although the individual standards are available in paperback, this
online codified resource is what you need to update your firm audit methodology and begin understanding how clarity standards change certain ways you
perform your audits.
.267 You can also get the clarified standards in paperback format. AICPA
Codification of Statements on Auditing Standards is published each spring and
includes the clarified auditing standards and the attestation standards. AICPA
Professional Standards, which has the full complement of AICPA standards,
is published each summer.
.268 The codification of clarified standards includes the following various
resources:

r
r
r

A preface, "Principles Underlying an Audit Conducted in Accordance With Generally Accepted Auditing Standards"
A glossary of terms defined in the standards
An appendix describing the differences between GAAS and the
International Standards on Auditing (ISAs)

AICPA’s Financial Reporting Center
.269 CPAs are facing unprecedented changes in financial reporting. As
such, the AICPA has created the Financial Reporting Center to support you
in the execution of high-quality financial reporting. You can access the center, which provides exclusive member-only resources for the entire financial
reporting process, at www.aicpa.org/frc.
.270 The Financial Reporting Center provides timely and relevant news,
guidance, and examples supporting the financial reporting process. You will
find resources for accounting, preparing financial statements, and performing
various types of engagements—including compilation and review, audit and
attest, and assurance and advisory.
.271 For example, the Financial Reporting Center offers a dedicated section to the Clarity Project. For the latest resources available to help you implement the clarified standards, visit the "Improving the Clarity of Auditing
Standards" page at www.aicpa.org/sasclarity.

Health Care Industry Conference
.272 The AICPA offers the AICPA National Health Care Industry Conference annually, typically in November. The 2015 conference will be held
November 11–12 in Las Vegas, Nevada. The annual conference is a two-day
event designed to update attendees on recent developments related to the
health care industry. Gain the information and techniques you need to know
to get the latest information on trends to benefit your practice and client offerings. With access to some of the nation's top health care specialists, you'll
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get up-to-the-minute, comprehensive coverage of health care reform ramifications. For further information about the conference, call 1.888.777.7077 or visit
www.cpa2biz.com.

AICPA Health Care Expert Panel
.273 The Health Care Expert Panel serves the needs of AICPA members on financial and business reporting and audit and attest matters. The
expert panel protects the public interest by bringing together knowledgeable
parties in the health care industry to deliberate and come to agreement on key
health care issues. For information about the activities of the AICPA Health
Care Expert Panel, visit the panel's webpage at www.aicpa.org/InterestAreas/
FRC/IndustryInsights/Pages/Expert Panel Health Care Entities.aspx.

Industry Websites
.274 The Internet covers a vast amount of information that may be valuable to auditors of HCEs, including current industry trends and developments.
Some of the more relevant sites for auditors with health care industry clients
include those shown in the following table.
Organization

Website

American Hospital Association

www.aha.org

Atlantic Information Services, Inc.

www.aishealth.com

Centers for Medicare & Medicaid Services

www.cms.hhs.gov

Electronic Municipal Market Access

www.emma.msrb.org

Global Health Reporting

http://globalhealth.kff.org/

Healthcare Financial Management
Association

www.hfma.org

American Hospital Association Health Forum www.healthforum.com
Henry J. Kaiser Family Foundation

www.kff.org

SEC Office of Municipal Securities

www.sec.gov/info/municipal
.shtml

U.S. Department of Health & Human
Services

www.hhs.gov

.275 The final CMS regulations are available at www.gpo.gov/fdsys/
pkg/FR-2011-11-02/pdf/2011-27461.pdf. The FTC and DOJ "Statement of Antitrust Enforcement Policy Regarding Accountable Care Organizations Participating in the Medicare Shared Savings Program" can be accessed at www
.ftc.gov/bc/healthcare/aco/ or www.justice.gov/atr/public/health care/aco.html.
.276 The health care industry practices of some of the larger CPA firms
also may contain industry-specific auditing and accounting updates that are
helpful to auditors.
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